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ABSTRACT 

This research examines the development of strategic management within five National Health 

Service Hospital Trusts (NHST's) used as case studies in the West of Scotland between 1994 

and 1997. The rationale for the study was the 1990 NHS Reforms, which created an internal 

market in health care by separating the purchasing of health care from its provision via the 

purchaser/provider split. In Scotland, Area Health Boards (AHB's) and General Practitioner 

FundHolders (GPFH's) became purchasers of health care and hospitals became providers of 

health care as NHST's. Purchasers and provider relationships were mediated through the 

use of contractual agreements over services. The NHST's, now freed from AHB 

management and control, began to develop their organisations both internally and externally 

to compete with other providers within what they considered would be a competitive market. 

This involved the development of a strategic management role for NHS managers within their 

hospitals where previously none had existed, and the setting up of groups of clinical 

specialisms into devolved management structure known as clinical directorates. These 

clinical directorates had their own management teams consisting of a senior clinician as 

clinical director supported by a business manager [and] or service manager. Strategy was 

examined at a macro level (NHST senior managers) and at a micro level (clinical directorate) 

as was the relationship between the NHST senior managers and their clinical directorates. 

The thesis examined three broad areas in relation to strategic management within the five 

NHST case studies. These were as follows: 

The Development of the Internal/Quasi Market within the NHS in the West of Scotland 

Although there were relatively large numbers of providers, there were limited numbers of 

purchasers in the shape of both AHB's and GPFH's. Relationships formed between the AHB's 

and the NHST's which although were supposed to be mediated through contracts, often 

developed using 'softer' characteristics such as trust and reputation. The NHS quasi-market 

in the West of Scotland could be better described as a relational market that was socially and 

institutionally embedded. 



Although in general there was not much in the way of a fully competitive market operating 

within the West of Scotland NHS, some examples were identified. The Scottish Office 

indicated that there should be some degree of stability within this market with no 'surprises'. 

Purchasers in the shape of AHB's, and to a lesser extent GPFH's very often did not have 

accurate information on service quality and price to allow them to make rational purchasing 

decisions. This led to the relational market developing which allowed some stability within the 

new arrangements. A confusion could be observed within all the NHST case studies 

concerning the operation of a market and competition. The idea of competition at the margin 

as a sign of competitive behaviour was not always understood, and instead the competitive 

process was often envisaged as necessarily involving frequent shifts in purchasing and 

supply behaviour. 

The Development of Strategic Management at Senior Management or (macro) Level 
Within the Five NHST Case Studies. 

All of the NHST case studies had engaged in some form of strategic planning which included 

objective setting and strategic analysis in the expectation that a competitive market was going 

to take off in the West of Scotland. The strategic analyses varied in their sophistication 

between each NHST. A strategy process could also be seen to emerge from each NHST 

depending on their individual contexts. In general, the NHST case studies began to develop 

their strategy based upon generic approaches with the perception that there would be a 

competitive market. After time, (3-4 years), they realised that this type of market was not 

developing, and the new system was to have a degree of stability and control from the 

Scottish Office and AHB's. The NHST case studies then began to build their strategies upon 

developing relationships with other NHST's and AHB's within a process which took into 

consideration history, culture, politics, and the power distribution between the NHST's and 

AHB's within the new arrangements. This led the NHST case studies to learn, adapt and 

manage their strategies within the new system. This learning process was dependent upon 

the individual contexts of each NHST. 



Two distinct approaches to strategic management were also observed, the positional 

approach and the resource based approach. The resource based approach, although more 

implicit, could be seen in relation to each NHST's core competencies and distinctive 

capabilities. In many ways the strategies that emerged were based upon the resource 

endowments of each NHST hospital case study. The NHST case study hospitals had actively 

considered strategic options based on Porter's generic strategies and other options including 

market development and penetration, new service developments, strategic alliances and jOint 

ventures. 

The Development of Strategic Management at Clinical Directorate (micro) Level Within 
the Five NHST Case Study Hospitals. 

In each of the NHST case study clinical directorates, the commonest form of strategic 

analysis was-undertaken using SWOT and PEST analyses. Strategy could also emerge when 

a clinical director came up with an idea and asked their business manager to develop a case 

for funding, or find a way to incorporate the idea into the Directorate's existing portfolio of 

activities. However the involvement of the Directorates In their NHST strategy and decision 

making processes were limited and the control over many key strategic issues remained 

strongly vested with NHST senior managers. This was related to the limited time that was 

made available to clinical directors to enable them to carry out a strategic role at both 

Directorate and NHST management level and the fact that the senior NHST managers did not 

want the Directorates to upset the stability of the new arrangements. The conflict of 

professional and business values of the clinicians and managers within the Directorates 

undoubtedly diminished the potential of strategic management at a micro level. There also 

seemed to be a difference in expectations of the roles and responsibilities of the clinical 

directorates at each of the NHST case studies by both the NHST senior managers and the 

Directorates themselves. This led to problems in attempting to integrate strategy at a macro 

and micro level. 



In summary this thesis illustrates how NHS managers within NHST's for the first time were in 

a position to develop strategy for their organisations. The key to understanding strategy 

development within the NHST case studies was the relational market in the West of Scotland, 

and the strategic processes that unfolded over time as the NHST's moved away from generic 

strategy approaches to approaches based upon collaboration and co-operation. This was 

seen at both senior NHST manager level (macro) and at clinical directorate level (micro). 

There were a number of similarities that all the NHST case study managers were considering 

in their individual strategies, but also a number of differences. It is also to be remembered that 

the NHS is a political organisation. There was therefore a limit to the extent to which NHS 

managers were be 'free' to develop a full strategic management agenda given that resources 

in the NHS were limited and because of the political implications that could arise if certain 

strategic decisions were made. Strategic management concepts and models have a place in 

the NHS, although they may have to be adapted and modified, particularly with regard to the 

processes involved in reaching strategic decisions. 
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Chapter 1: NHS Management, Origins and Development 

Introduction 

The British National Health Service (NHS) came into existence on the 5th July 1948. The 

NHS has become a major piece of social engineering. With respect to the healthcare systems 

of other countries, it is the only system to offer a fully comprehensive, centrally funded, free at 

point of use service. However this was only achieved through a bargaining process with 

strong pressure groups such as the medical profession and the friendly societies who 

provided a form of medical insurance which paid for treatment (Klein, 1989). The NHS is also 

a centralised unitary healthcare system based on a nationalised hospital sector which 

encourages equality of care throughout the country. The Beveridge Report of 1942 laid the 

foundations for the NHS Act of 1946. The Beveridge Report advocated a decentralised and 

pluralistic healthcare system based on voluntary and local authority hospitals. Aneurin Bevan, 

who was the father of the NHS, was in favour of a national system of healthcare based on 

Hospitals and a network of general practitioners. Bevan's concept was adopted and remains 

to this today. 

This chapter will lay the foundations for the remainder of the thesis. The chapter will be in four 

sections. Section 1 will examine the NHS from its inception in 1948 until its first major re­

organisation in 1974. Sections 2 will examine the major changes and re-organisations that the 

NHS underwent between 1974 and 1988. Section 3 will examine the ideological 

circumstances which have led to the public sector in the UK, including the NHS, undergoing 

major change in the last ten years. Finally, Section 4 will examine the 1990 NHS reforms 

which introduced an internal market into the NHS, and set up hospitals as National Health 

Service Trusts to compete with each other for resources from health authorities. Managers in 

these hospitals were now freed from health authority control and managed their organisations 

strategically within this internal market. 
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Section 1: The Early Management Structure of the NHS 

Introduction 

The UK NHS emerged from the Second World War political consensus. The Beveridge 

Report had the support of all political parties that the people of the UK should have access to 

a comprehensive healthcare system. The subsequent development of the NHS was also 

based on a compromise between the Labour Government of the time, and the medical 

profession. The agreement reached with the doctors gave the medical profession complete 

clinical freedom and autonomy over their decisions, free from political interference. The 

medical profession also succeeded in attaining the separation of the hospital services from the 

community health services, as they feared the NHS would become part of Local Government 

and thus subject to political changes. 

The NHS was also built on several key founding principles (IHSM, 1988): 

• Comprehensiveness: There has been much debate to what actually constitutes a 

"comprehensive health service", however the idea of providing appropriate care for most 

presenting conditions is still. generally taken to mean "comprehensive" (Op Cit.); 

• Equality of Access: Equal access to services according to need only; 

• Equity: Equal services for equal need and; 

• Services free at the point of delivery: Everyone is eligible to use the NHS, by virtue of 

being a citizen of the UK. Charges for certain services were introduced early in the life of 

the NHS, but the criterion still applied today is that inability to pay should not prevent 

access to services. 
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When the NHS was established, it consisted of three distinct and separate administrative 

structures (Klein, 1989). The first structure consisted of Regional Hospital Boards, Hospital 

Management Committees, and Boards of Governors 1 who administered the hospital services. 

The second structure administered the community health services, which included maternity 

services, health education, and child welfare. These services were under the control of Local 

Government. The third structure administered the family health services (FHS's) and included 

General Practitioners (GP's), dentists, and pharmacists. The FHS's were administered 

through Executive Councils, which administered their contracts and also handled patients 

complaints. Figure 1 illustrates the structure of the NHS from 1948 to 1974. 

Figure 1. The Structure of the NHS 1948 -1974 (Source: Klein, 1989). 

Ministry of Health 

Local Government 
(Community 
Health Services) 

/ 
Boards of 
Governors 
(Teaching 
Hospitals) 

Direct managerial 
authority 
Consultatlva/ 
co-ordlnatlng 
relationship 

Regional Hospital Executive Councils 
Boards 

Hospital Management 
Committees 

In the years after 1948 the NHS prospered, and any problems were self generated. The NHS 

was a run-away success, but it became apparent that it had developed an appetite for 

consuming resources. The incoming Conservative Government of 1951 was concerned of the 

resource implications of the NHS, and indeed considered reverting back to the pre-NHS 

pluralistic provision of healthcare in the UK. However, the popularity of the NHS was such 

that it would have been political suicide to do so (Webster, 1994). 

1. The Boards of Governors managed the teaching hospitals in the large Cities who were 
given special status by the Government. 
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It was argued over the years, that the separation of the hospital and community health 

services inhibited any strategic direction and planning of healthcare services (Klein, 1989, 

Ham, 1992). Klein argues that the case for merging and re-organising the hospital and 

community services was boosted by the inability of all Government's since 1948 to control the 

costs of the NHS. There was no mechanism available to control costs, although prescription 

charges had been introduced and abolished several times over the years. There was also 

concern with the rising staff levels, professional and non-professional, who were now working 

in the NHS, as this also had resource implications. From 1948 onwards, there was a plethora 

of Government reports published concerning the operation and management of the NHS. 

Table 1 summarises the main reports in the period 1948-1972. Increasingly all Governments 

from the 1960's onwards were faced with the difficult issue of attempting to create a capacity 

within the NKS for strategic change and direction. However, it was not until the late 1960's 

that all the main political parties in the UK accepted that the time was now right for a complete 

re-organisation of the NHS. There was a need to develop a strategic capacity through better 

integration of the NHS, and this emerged as a dominant theme of the NHS debate at the end 

of the 1960's. This would involve a unification of the tripartite structure, and the creation of a 

strategic tier (Op Cit.). 

The First NHS Re-organisation 

In 1974, the NHS was re-organised and there was a merger of the existing tri-partite structure 

and a new NHS was born. The 1974 re-organisation had three main aims (Ham, 1992): 

• It intended to unify health services by bringing under one authority, all of the services 

previously administered by the tri-partite structure; 

• It was intended to lead to better co-ordination between health authorities and related Local 

Government services and; 

• It aimed to introduce better management. Key concepts included multidisciplinary team 

working and consensus management. The medical profession was also given a more 

explicit role in the 'new' management system. 
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Table 1. Main Government Reports on the Management and Operation of the NHS 
1948-1972. 

Year Report Title Subject of Report 
1954 Bradbeer 

1956 Guillebaud 
1962 Porritt 

1962 The Hospi~1 Plan 

1963 Lycett Green 

1966 Farquharson-Lang 

1966 Salmon 

1967-1972 'Cog-Wheel' 

1969 Bonham-Carter 

1972 Hunter 

1972 Grey Book 

The internal administration of 
has itals. 
The cost of the NHS. 
Health services should be 
unified and placed under the 
control of Area Boards. 
To bring about a equitable 
distribution of hospital beds 
based upon centrally 
determined criteria for . 
matching resources to needs. 
District General Hospitals 
(DGH's) to be established 
having between 600-800 
beds serving populations of 
between 100,000-150,000. 
NHS recruitment, training, 
and romotion. 
Practice of Area Health 
Boards In Scotland. 
The structure of senior nurse 
staffin levels. 
Three reports examining the 
organisation of medical work 
in hos ita Is. 
Proposed even larger OGH's 
than the 1962 Hospital Plan 
serving even larger 
populations. 
Examined the work of 
medical administrators. 
Examined the management 
of what would become the 
'new' re-or anised NHS. 

Fourteen Regional Health Authorities (RHA's) were created in England as executive agencies 

which would oversee the now identified strategic planning role for the NHS. The RHA's were 

at the top of a strategic apex. Immediately below the RHA's were ninety Area Health 

Authorities (AHA's) whose role was the operational administration of the NHS, and also to 

administer the newly created Family Practitioner Committees (FPC's) which replaced the 

Executive Councils. The RHA's were the link between the DHSS and the AHA's in the chain 

of command. Figure 2 illustrates the new organisational structure. In Scotland 15 Area Health 
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Boards (AHB's) were created who remain to this day, and they carried out the same functions 

as the English RHA's and AHA's. 

Figure 2. The Re-organised NHS structure from 1974 onwards (Source: Klein, 1989). 

/ 

/ 
/ 

Local 
Authorities 

/ 

Oepartm ent of Health 
and Social Security 

/ 

/ 
/ 

/ 

Direct managerial 
authority 
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relationship 

Regional Health 
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I 
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District Management 
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There were two significant changes brought in by the 1974 re-organisation. Firstly, the AHA's 

were given responsibility for administering the community health services which previously 

had been administered by Local Government. Local Government was now removed from the 

operational area of the NHS. The second significant change that the 1974 re-organisation 

brought was the creation of District Management Teams (DMT's) within the larger AHA's. 

Each DMT was run by a team of officers on a consensus basis thus giving each member, 

which included the local consultants and GP's, a right of veto over management decisions 

(Op Cit.). 

These DMT's varied in size within the AHA's. DMT's provided a structure through which all 

NHS staff could be represented and participate in management. Every tier in the 

management hierarchy from RHA to AHA had a plethora of professional advisory committees 

to ensure decisions would always be made with 'expert' opinion. The 'expert' opinion would 

come from doctors, nurses and other healthcare professional groups. 
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The DMT, gave the medical profession in particular, the right of veto over decisions. 

Management2 , for the very first time, had arrived in both the language, and the operation of 

the NHS. The 1974 re-organisation gave the NHS, for the first time, the capacity for strategic 

direction. This was achieved by the integration of the tripartite structure into one unified 

organisation, but in many respects this was a compromise between competing demands. 

"Essentially, the 1974 re-organisation can be seen as a political exercise in 
trying to satisfy everyone and to reconcile conflicting policy aims: to promote 
managerial efficiency but also to satisfy the professions, to create an effective 
hierarchy for transmitting national policy but also to give scope to the managers 
at the periphery" 
(Klein 1989, p 99). 

Harrison (1991) has argued that the 1974 re-organisation can also be seen as a culmination of 

a long standing trend towards managerial specialism. Specialised finance and supplies 

officers had emerged in the 1950's and 1960's as had specialist managers in laundry, 

catering, and domestic work. A professional building and engineering function had developed 

during this period together with the complexities of building construction and technology as 

had specialist planners and the NHS personnel function. These two areas arose both as a 

response to the 1962 Hospital Plan (see table 1), and the increase in unionisation and 

legislation surrounding employment (Bernard and Harrison, 1986). The 1974 re-organisation 

formalised these trends, and added managerial hierarchies in the professions allied to 

medicine3. 

2 . Keith Joseph, the then Health Minister, who was aware of efficiency problems in the NHS, 
enlisted the help of management consultants McKinsey and Company as part of the 1974 
reorganisation. This was an early attempt by the Government to borrow management ideas 
from the private sector (see later). 
3 . Which included groups such as physiotherapists and radiographers. 
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However, before the new system had had the chance to settle down, the re-organised 

structure became the subject of criticism. There were delays in decisions being taken. There 

were difficulties of establishing good working relationships between the administrative tiers, 

and there was a widespread feeling that there were too many tiers of administration and 

administrators (Op Cit.). Another re-organisation loomed on the horizon. 
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Section 2: The Emergence of Strategy and Planning in the 
NHS 

Introduction 

The period 1974-1979 was a turbulent one for many Western European Countries, with the 

problems of the 1974 oil crisis, followed by high inflation and recession. These issues were 

compounded with rising demand for public services, especially welfare services such as 

healthcare. In particular, the UK's financial problem at the time became a threat to the 

principles of the NHS on which the 1974 NHS re-organisation was based upon 

(see section 1). 

The 1974 re-organisation was designed to create a strategic intent for the NHS, and in 1976, 

the DHSS began to operate a planning system designed specifically for the NHS. Health 

Authorities were to produce strategic plans which would reflect DHSS National Priorities and 

guidelines for different healthcare services (DHSS, 1976). The NHS strategic planning system 

was one of the main methods through which particular patient grouping policies were to be 

implemented. The planning system did not involve the acute sector, but rather focused on 

services to groups of patients which had not developed as well as services in the acute sector. 

These services included: 

• The elderly; 

• The mentally handicapped, patients with mental illness and; 

• Maternity and child services. 

The system was introduced to ensure greater compliance with central government priorities. 

Strategic plans were to be constructed at RHA and AHA level for a ten year period, and 

provided the context for annual operational plans prepared by AHA's and the DMT's which 

would be for a three year period (Op Cit.). 
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The Planning Cycle 

The planning was designed in a cycle. DHSS guidelines and resource targets were issued to 

RHA's. The RHA's added their own plans, and issued them to the AHA's. The AHA's then 

added their own priorities and issued the plans to the DMT's. Finally the DMT's were then 

responsible for preparing District operational plans. These District plans were then passed 

back to the AHA, and then to the RHA, and then back to the DHSS for final approval. Also in . 

1976 a new funding formula was devised for the NHS in England to allocate resources within 

the NHS. The new funding formula was to assist in the strategic planning process. There 

also was the emergence of annual planning and priority guidance which was issued each year 

to RHA's and AHA's. This planning guidance set out the Government's targets for health and 

included speGific areas where spending should be targeted, for example, heart disease and 

stroke. 

The funding formula \1'/35 devised by the Resource Allocation and Working Party (RAWP)4 set 

up by the DHSS (DHSS, 1977). The RAWP formula established target funding allocations 

based on a series of variables including population age, sex, and social deprivation. Its 

immediate impact was to switch resources away from the London area, and had as its long 

term objective, to increase the strategic direction of the NHS (Op Cit.). The NHS planning 

system was seen by the Government as an important mechanism for strategic control of the 

NHS. This system was also typical of the approach to corporate planning in Government, and 

the private sector of the 1970's (see chapter 4). 

However, the NHS planning system was not particularly successful, and did not operate in the 

manner intended by the DHSS (Ham, 1992). Not every Health Authority prepared plans. 

There was an absence of the relevant planning skills, which together with NHS spending 

constraints led to the lack of commitment to planning. 

4 .RAWP only covered England. Scotland, where the research for the thesis was conduced 
developed its own funding formula. This will be discussed in chapter 2. 
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Where planning was carried out, each tier of the NHS considered itself capable of making 

strategic judgements and did not want to be dictated to by higher tiers. Expectation of the 

system were also very high, and the complexities involved with a comprehensive rational 

planning model laid down by the DHSS became very apparent, such as a lack of flexibility and 

the power of interest groups to veto decisions. The Government began to realise that strategic 

planning had problems. The design of the planning system attempted to challenge the power 

of the acute sector, especially doctors. This led to it being challenged by vested interests 

which resulted in the system being changed in 1982. Barnard et al (1980) stated that the 

changes made to the planning system was a recognition that planning is often subject to 

adaptation, bargaining, negotiation, and a reconciling of conflicting interests. 

The second re-organisation 

In 1979 a new Conservative Government was elected which was committed to reducing public 

expenditure, gave a manifesto pledge to decentralise the NHS, and had a political ideology 

which challenged the welfare state. This new Government was not committed to an ideology 

of rational planning, but instead supported the principles of minimal government involvement 

in the state and a market economy. 

The Conservative Government's first White Paper on the NHS was 'Patient First', published in 

1979 (DHSS, 1979). The NHS was to be re-organised again. This took place in 1982, and its 

most important feature was the removal of the AHA tier, to be replaced by District Health 

Authorities (DHA's). The central role of the DHA's in the new NHS reflected what Klein (1989) 

has called the 'public philosophy' which emerged during the 1970's and 1980's. The DHA's 

were to make decisions as close to the patient as possible. DHA's would be established in the 

smallest geographical area within which it would be possible to allow them to carryout the 

planning, provision, and development of health services. This resulted in the creation of 192 

DHA's across England and Wales. The 1982 re-organisation also saw the removal of the 
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expertise factor so prevalent in the 1974-82 period. The Government's priorities for planning 

were the same, but the significant change was not policy aims, but policy means (Op Cit.). 

The 1979 White Paper no longer used the language of financial targets, but instead 

emphasised the importance of developing better tools of analysis and information systems 

designed to assess the quality and efficiency of the services being provided. The NHS 

Planning system was changed and simplified as part of the 1982 re-organisation. This saw 

the DHA developing as the basic planning unit. The operational annual plans were replaced 

by short-term programmes covering two years. Strategic plans were now to be prepared 

every five years, and covered a forward period of ten years. From 1982-1988, the 

Government enacted a series of initiatives primarily aimed at reducing expenditure. We saw 

for the first time, a concern over efficiency within the NHS which was to continue until the mid 

1990's. Some of these built on existing public sector initiatives, but other were developed 

specifically for the NHS. These are illustrated in table 2. 

Within DHA's, the emphasis was placed on the delegation of power to units of management. 

The main change of the 1982 re-organisation saw the loss in many parts of the country of the 

principle of co-terminosity between Health Authorities and Local Government. FPC's were 

also separated from mainstream NHS management, and given the status of employing 

authorities in their own right. A number of Special Health Authorities were established to 

manage the teaching hospitals in London. The new structure is illustrated in figure 3. 

12 



Table 2. Policy initiatives Designed to make the NHS more Efficient and Effective. 

Year ReporUlnitiative Subject of ReporUlnitiative 
1982 

1982 

1983 

1983 

1984 

1988 

Rayner Scrutinies 

Accountability Reviews 

Compulsory Competitive 
Tendering (CCT) 

Performance Indicators 
established 

Limited Prescription List 
established 

Examined NHS transport, 
service recruitment, 
advertising, and collection 
of payment following Road 
Traffic Accidents. 

Enabled hospitals, and 
othef NHS organisations, 
to generate additional 
Income. 

The 1982 re-organisation, much in the same way as the 1974 re-organisation, represented a 

compromise between competing ends and values. The 1982 re-organisation also left 

unresolved the dilemma of the relationship between the centre and the periphery. 

Decentralisation was the principal aim of both the 1972 and 1982 re-organisations, and this 

was augmented by managers being accountable for their actions to higher tiers of the NHS. 
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Figure 3. The 1982 Re-organisation of the NHS in England (Source: Klein, 1989). 

Local 
Authorities 

Department of Health 
/ and Social Security 

I 
Regional Health 
Authorities (RHA's) 

I 
, District Health 

Authorities (DHA's) 

Direct managerial 
authority 

Consultativel 
co-ordinating 
relationship 

Family 
Practitioner 
Committees 

Community 
Health Councils 

Holiday (1992) argues that the NHS up until 1983/84 was run on the two main areas of 

consensus management and strategic planning. Prior to 1982, managers in the NHS had 

acted in a diplomatic manner attempting to reduce the tensions between the many 

professional groupings within the service. These groups had developed their own particular 

hierarchy, both internally and externally, within the NHS. There were problems which arose 

because of these hierarchies, mainly in relation to the medical profession, because there were 

no formal mechanisms to make doctors responsible to non-doctors. The strategic planning 

model, to be successful, needed to have objectives developed nationally, fed down to 

Regional and District level, and then implemented. However, the lack of a well functioning 

managerial hierarchy, and the lack of political will, made this impossible. 

"The NHS was an essentially collegiate system run by a series of professional 
groups. This made it well equipped to deal with a static environment in which 
little changed, for existing medical practices could be handed down from one 
generation to the next. It was less well equipped to deal with a changing 
environment in which strategiC choices needed to be made, the NHS did not 
have a system for implementing any strategic choices that might be taken" 
(Holliday, 1992, p 14). 
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The Griffiths Report 

Immediately after the 1982 re-organisation in England, the Government appointed a team 

headed by Roy Griffiths the Deputy Chair of Sainsbury's to examine and advise the 

Government on the effective use of management, manpower, and related resources within the 

NHS. The team visited a number of hospitals in England and reported within six months. 

Griffiths made a number of recommendations relating to the NHS and gave suggestions for 

remedy (Griffiths, 1983). The Government accepted the report and its recommendations, 

implementing them in full in 1984, although in Scotland this was a year later (Hunter and 

Williamson, 1991). Table 3 summarises the Griffiths Report's diagnosis on the NHS and its 

recommendations. 

Table 3. The Griffiths Report: Diagnosis and Recommendations (Source: Griffiths, 
1983). 

Griffiths Diagnosis Griffiths Recommendations 

L owes common d enomlna oro f G enera 1M anagers In pace 0 f 
decision making, no-one in charge consensus management 
Lack of concern with policy Extensive review process and 
implementation incentives for managers 
Lack of performance orientation Extension of review process, cost 

improvement programmes, and 
management budgets 

Lack of attention to consumers More concern with consumers and 
market research 

The report recommended that General Managers be appointed at all levels within the NHS to 

provide leadership, introduce a continual search for change and cost improvement, motivate 

staff, and develop a more dynamic management approach. In a move which would be 

continued into the NHS reforms of the late 1980's and early 1990's, Griffiths suggested that 

doctors should accept the responsibility for management which went with clinical freedom, and 

should be more involved with management. Griffiths also expressed concern over the way 

the centre had become involved in the detailed and operational affairs of the NHS. 
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There was both too much and too little intervention, and the NHS suffered from many 

directives on operational matters, with little clear direction on overall strategy. To strengthen 

the management of the NHS at the centre, Griffiths recommended an NHS Supervisory Board, 

and an NHS Management Board be established. The Supervisory Board was intended to 

provide strategic leadership, and the Management Board was to provide policy direction. 

The Impact of Griffiths 

The impact of the Griffiths Report was uneven. The Supervisory Board rarely met, and it did 

not provide the strategic leadership suggested by Griffiths. The Management Board was more 

effective in for example, introducing Individual Performance Review and Performance Related 

Pay for senior NHS managers. However, it did not give the policy direction that Griffiths 

--

argued was needed at the centre. The main reason for these failures was that the 

responsibility for management and policy were separated within the DHSS. Because of this 

separation it was not possible to develop a coherent approach to NHS management and 

strategy as a whole (Harrison, 1988). 

At the local level, there was also variation of the impact of Griffiths. Managers were appointed 

on short-term contracts, and this did indeed lead to what Harrison (1988) has called a more 

purposeful management style. However, there was not a new approach to management at the 

centre, and the DHSS still intervened on operational issues. The DHSS continued to issue 

guidelines and priorities which had the effect of forcing managers in the periphery to spend 

their time dealing with the dictat of the centre, rather then being innovative. There was a 

major concern among managers for effiCiency and keeping within their budgets. Griffiths 

argument for a more consumer responsive NHS was not met as the overall concern was one 

of financial control. Ham (1992) argues that the implementation of the Griffiths Report offered 

two lessons for the NHS. The first was that attempts to apply business principles and 

practices to an organisation such as the NHS were problematic because of the political 

environment in which the NHS operated. As a result NHS policies were determined and 
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shaped ultimately by political forces, and these political forces inevitably acted as a constraint 

on NHS managers. Secondly, NHS managers did not find it easy to develop more effective 

working relationships with healthcare professional, especially hospital doctors. 

Management Budgeting and the Resource Management Initiative 

Griffiths stated that doctors should become more involved with management, and the 

management of resources. This was to be achieved through the use of management budgets 

which would involve relating clinical workloads and service objectives to financial and 

manpower allocations. In this way management budgets would provide the means for 

General Managers to analyse clinical inputs to outputs. Four management budget pilot sites 

were set up in 1983, with a further thirteen in 1985 (Packwood et ai, 1991). Management 

budgets were not introduced with any consideration of the needs and interests of clinical staff. 

As a result they failed to link costing and budgeting developments with the hospital 

management process and particularly with individual patient activity (Op.Cit). Because this 

link was not present management information systems provided little benefit to healthcare 

professionals. This resulted in lack of support from healthcare professionals and the 

management budget pilots failed. 

Management budgets developed into the Resource Management Initiative (RMI), which was 

introduced in 1986 to take forward the principles outlined with management budgeting 

(Op Cit.). This change in terminology from management budgets to RMI signalled a shift in 

emphasis away from a system of budgeting in isolation, to an approach intended to win 

enthusiasm from healthcare professionals for a new kind of management within hospitals. 

The RMI was now to be a bottom-up approach, rather than the top-down approach used with 

management budgeting. The RMI, in much the same way as management budgets, was 

intended to provide, not only doctors, but other healthcare professionals, a complete and 

immediately accessible picture of the costs and resources used for treating hospital patients. 

It was a system designed to enable doctors to look ahead at intended clinical deCiSions, their 
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resource use, and required doctors to conduct regular reviews of expenditure against an 

allocated budget (Levitt and Wall, 1992). Initially set up in 1986 within 6 hospital sites in 

England, it was subsequently expanded to cover more of the English NHS and some parts of 

the Scottish NHS. 

The RMI was based on a number of assumptions: 

• Cost consciousness between doctors and nurses would lead to economies in care; 

• Involving doctors in hospital management would lead to a greater commitment to the 

hospital's goals; 

• Providing accurate information concerning clinical activities would improve the quality of 

care given to patients and; 

• Management and information systems would allow managers to plan and control their 

hospital activities on a much improved basis. 

The RMI also saw the development of decentralised management structures within NHS 

hospitals. These structures were allocated a 'resource' to be managed by clinical 

professionals. These decentralised management structures and the RMI will be discussed 

further in chapter 5 in relation to clinical management. Before moving on to the next stage in 

the evolution of NHS organisation and management, we need to examine in more detail the 

rationale behind this evolution. This rationale affected the whole of the UK public sector 

including the NHS. Section 3 will now examine these changes. 
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Section 3: The Changing Public Sector 

Introduction 

This section will examine in detail the more recent changes arising within the UK public sector. 

These changes have emphasised the introduction of private sector management techniques 

into the public sector, and have provided the opportunity for public sector managers, including 

those within the NHS, to use private sector management practices for the first time. 

The late 1980's saw an intense period of change in the public sector which was underpinned 

by legislation_allowing these changes to become embedded in the UK. Glennerster et al 

(1991) have argued that these changes have represented a significant departure in 

Government policy which was not based on previous incremental change. These changes, 

takRn together, were an attempt to make the public sector more 'business-like' with reform 

programmes going beyond structural change and involving new roles, organisational forms, 

and what Ferlie et al (1996) have called a 'new organisational culture'. 

Hogget (1991) has argued that changes to the organisation and management of public 

services in the UK constitutes a 'paradigm shift' towards a post bureaucratic form. Three 

fundamental and inter-related strategies of control were implemented by the Conservative 

Government between 1979 and early 1990's: 

• There was been a marked shift towards the creation of operationally decentralised units 

concomitant with attempts by the Conservative Government to increase centralised control 

over strategy and policy, 

• There was the introduction of competition between these decentralised units based upon 

market relationships and the use of contracts and, 
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• Issues related to performance management and monitoring developed, such as audits, 

quality assessments and accountability reviews. 

Hogget (1996) in his later work continued to state that taken together, these three areas were 

not a simple move from a bureaucratic to a post-bureaucratic public sector, but rather they 

combined strong elements of innovation with the re-assertion of what were essentially a 

number of bureaucratic mechanisms, one of which was control. 

"There can be no denying the reality of the freedoms which many service managers 
now enjoy compared to the past - freedoms to vire moneys, to hire, fire and 
promote staff etc. But what has been striking about developments in the UK public 
sector over the last decade is the way in which the shift towards forms of operational 
decentralisation has been promoted by successive Conservative administrations 
which by 1988 had already created one of the most centralised forms of government 
Britain had experienced this century" 
(Hogget, 1996, p 18). 

The New Public Management 

Taken together, these changes saw the emergence of a New Public Management (NPM) 

whose central theme has been the importation of a number of management techniques from 

the private to the public sector. The NPM has been seen by critics as a market based 

ideology invading public sector organisations previously infused by a counter culture of values 

(Laughlin, 1991). It has also been seen as a management hybrid with a continuing emphasis 

on core public service values, albeit expressed in an new way (Ash burner et ai, 1996). 

Since 1979, four NPM models have developed (Ferlie et ai, 1996). While each of them 

represents a move away from traditional public administration, they also contain important 

differences and distinctive features. 

• NPM 1: seen as an efficiency drive, and is perhaps the earliest model to emerge 

throughout the early to mid 1980's. It represented an attempt to make the public sector 

more business like, led by crude notions of efficiency. Government advisors drawn from 
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the private sector such as Griffiths, and bodies such as the Audit Commission, played an 

important role in diffusing these ideas within the public sector. 

• NPM 2: downsizing and decentralising. This model can currently be seen as increasing in 

significance, undermining, and contradicting some of the earlier changes brought about as 

a result of NPM 1. It sprang from the argument that the historic shift towards large 

vertically integrated organisations apparent in the 1900-1975 period had gone into reverse. 

This resulted in some very general organisational developments including organisational 

downsizing and a search for greater efficiency. These trends were seen as common to 

both private and public sectors. 

• NPM 3: in search of excellence. Originating in the "excellence" literature of the 1980's, in 

part it represents the application to the public sector of the human relations school of 

managem.ent with its strong emphasis on the importance of organisational culture. It 

highlights the roles of values, culture and symbols in shaping how people actually behave 

at work. 

• NPM 4: public service orientation. The least well developed and still to reveal its full 

potential. It represented a fusion of public and private sector management ideas 're­

energising' public sector managers by outlining a distinct public service mission, but one 

compatible with notions of high quality management derived from transferable good 

practice in the private sector. 

These reforms perhaps have had more development in the NHS than in any other area of the 

public sector. For Ferlie et al (1996), the NHS and Community Care Act of 1990 put into place 

the latest stage of the NHS reform process representing an ambitious attempt to move the 

NHS from an essentially planned and line managed organisation to one where resources are 

allocated through a competitive internal or quasi-market. The development of DHAlNHS Trust 

Boards (see later), with the inclusion of senior managers was critical to this process. The new 

Boards were nurtured in the expectation of the development of a more central strategic role in 

the management of the service. 
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Table 4. The Evolution of New Public Management Models (Source: Adapted from 
Ferlie et al. 1996). 

NPM Model Characteristics of Model 

1. 

2. 

3. 

4. 

I 
, A stronger general management spine. 
Increased stress on pyblic sector organisations being'responsive to , 
consumers; 
An eX,tension of the early stress on market-mii,dedness; to more a elaborate 
development of a quasi-market. .' 
A ~hift from central. pl~nning to quasi-marKets as the mechanism by, which 
resources are alloqate9 in.the public sector. • 

.A move from management-bY hierarchy, to management by contract. 
A split from's small strategic core and a large operational·periphery. 
'Market testing and the contracting out of non-strategic functions. 
The emergence of separate purchaser and provider organisations. 
Dela in ,an'd downsizin . . 
An emphasis on 'organisational learning', which includes the recognition of 
organisatiohal.culture as a form of 'glue' which·binds organisations together. , 

, Radical decentralisation with p~rfornianc~ judged by results. ~' 
Managed. culture change programmes; , 
More intensive corporate training programmes, and· the growth of corporate 
logos. ' , " 
Mission statements and uniforms. 
A more assertiv.e and strategic human resource function within gublic sector 
organisations, . 
A major concern with service quality. , 
A reflection of user, rather then consumer concerns, in the management 
process. ' . 
Stress on the development of societal learning over and above the delivery of 
routine services, . '. 
A desire to shift power back from ~ppointed to elected representation on public 
sector Boards. ' . 
A continuing set of distinctive public sector tasks and values, and the 
management of the distinctive politics of collective provision. 

A change of language within the NHS was also significant, as General managers of hospitals 

and health authorities became Chief Executives, and senior managers in these groups 

became Executive Directors. The relative autonomy of public sector organisations brought 

with it greater management responsibilities for reaching the Government's externally set 

financial objectives and the setting up of an internal organisational strategy for the fulfilment of 

contracts and future developments (Op Cit). 
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Up until the mid 1980's, the dominant problem was that of parochialism and isolation within the 

public sector (Gunn, 1989). Since the mid 1980's, the problem has been the over mechanistic 

transfer of concepts from the private to the public sector (Op-Cit.). There are however, 

similarities which make the application of broader analytical approaches to both types of 

organisation. It may also be the case that the changing nature of public sector work, the 

growth in size of public sector organisations, and the changing demands being made upon 

them, would inevitably lead to the need for change. Gunn (1989) viewed this process as 

occurring primarily from within the old administrative elite, rather than having been imposed 

from outside. The desirability of the development of public administration into public 

management is less of a contentious issue than is the means by which it was achieved. The 

balance of influence between internal and external forces will determiner the eventual ethos 

and form that the NPM will take. 

Having outlined the rationale and discussed the broad set of changes that the public sector 

underwent In the 1980's and 1990's, we now turn our attention to the changes affecting the 

NHS. 
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Section 4: The 1990 NHS Reforms 

Introduction 

The 1980's saw a widening gap between the financial resources that the Government was 

providing to the NHS, and the level of resources needed to meet the increasing demand for 

health services. Further reform of the NHS had not been in the Conservative Party's 1987 

election manifesto, but elected for a third term in 1987 the Conservative Government came 

under increasing criticism because of a perceived underfunding of the NHS (Klein, 1989, 

Butler, 1992, Ham, 1992). Many Health Authorities were cancelling non-urgent admissions 

and closing wards on a temporary basis to keep within strict financial limits. This, coupled with 

a growing public and professional discontent, continued to put pressure on the Government to 

act. 

The Ministerial Review and White Paper 

Prime Minister Thatcher took the opportunity this discontentment presented to her and 

announced a Ministerial Review of the NHS in January 1988, which would make its findings 

known within a year (Op Cit.). The review would consist of a small team of senior ministers 

chaired by the Prime Minister, and supported by political advisers and civil servants. Although 

the review took place in private, many organisations and individuals took the opportunity to 

make representations. Finding alternative ways of financing the NHS had been part of the 

review group's brief, but because of the structural and political problems surrounding this 

issue, this was quickly changed to a focus on how the NHS could use its resources more 

efficiently. This was to be achieved by changes to the delivery of health services. 
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In 1989, the Government published the White Paper (WP), Working for Patients (DoH, 1989), 

In the WP, the Government upheld the principles on which the NHS was founded (see section 

1), and that funding would continue to be provided mainly out of taxation. The main changes 

to the NHS would be in the actual delivery of health services. Working for Patients (WtP) 

made a number of proposals for the NHS. The main proposals are shown in table 5. The 

NHS and Community Care Act of 1990 provided the legislation to allow these proposals to be 

implemented, and they came into force on April 1st 1991 . 

Table 5. A Summary of the Main Proposals in Working for 
Patients (Source: DoH, 1989). 

The Separation of Purchaser and Provider Roles. 
The Creation of an Internal marketin Healthcare within the ,NHS. 
The Creation of Self Governing"NHS trrusts. 
The Transformation of DHA's into Purchasers. 
The Introduction of GPFH's as Purchasers. 
The Use of Contracts to Provide Links between Purchasers and 
Providers . 

The most important proposal was the separation of the purchasing function from the providing 

role, the purchaser-provider split, and the creation of an internal market. Markets and 

healthcare will be discussed in chapter 3. The purchaser provider split separated the DHA's 

from their hospitals. Acting on behalf their resident populations, DHA's would become 

purchasers of health services. The Conservative Government were concerned that DHA's 

would not bring about the necessary changes, and so created another group of purchasers. 

General Practitioners could opt to become FundHolders (GPFH's), and would be allocated a 

budget to enable them to purchase health services from providers. 
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Hospitals became providers of health services, and could apply for 'Self Governing Status' as 

National Health Service Trusts (NHST's). NHST's were to have a number of freedoms that 

non NHST's did not have: 

• They could dispose of land and property; 

• They could borrow money, within limits, from any source, although this would be restricted 

to borrowing at low rates of interest which meant ultimately from the Treasury and; 

• They could determine the working patterns and remuneration of their staff. 

Because of these changes, the management freedom of NHST managers were more 

significant than previous hospital managers were allowed. In particular, they would be free to 

manage their own affairs without having to report to either RHA's or DHA's. This had had the 

effect of liberating hospital managers, both non-clinical and clinical, to make service 

improvements. Purchasers and providers were to relate to each other through the use of 

contracts. NHST's were to be held accountable for their actions through the contracts they 

negotiated with their purchasers, rather than in the past through a line management hierarchy 

to their DHA. Although originally intended for the acute sector, NHST's have developed since 

1991 into a variety of forms. These forms include: the acute sector; District provider units, 

Where an entire District provides an integrated range of health services in a single NHST; 

community and priority services; mental health and mental handicap services; specialist 

hospitals, such as dental services; and ambulance services (Ham, 1994). 
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NHS Contracts 

NHS contracts were to determine the relationship between NHST's and DHAlGPFH's. They 

were not legally binding, unlike commercial contracts, and were perhaps better seen as 

Service Level Agreements (SLA's). The contracts specified what purchasers wished to buy in 

terms of clinical activity and health services, and included costs, quality and quantity of care 

(Ham, 1994). Initially, contracts were to be of three types, Block, Cost per Volume, and Cost 

per Case. The appropriate form of contract has been a major issue within the NHS and the 

subject of regular guidelines from the NHS Management Executive. Contracts were to be of 

one year in duration, negotiated between purchaser and provider, and as a result were of a 

short term nature (Chalkley and Malcolmson, 1996). 

Block contracts involved purchasers buying a defined range of services. Payment would be in 

instalments and tied to agreed clinical activity levels. With cost per volume contracts, 

purchasers again bought a defined range of services at an agreed price linked to a specified 

volume of work. These contracts were used for small contract placements by DHA's, and by 

GPFH's who only wanted to buy a fixed level of activity. Cost per case contracts as the name 

implied, were to be used either for 'spot' purchases, or for purchasers that were not covered 

by any of the other two types of contracts. They could also be used for services purchased in 

special circumstances such as very specialised clinical care (Op Cit.). 

General Practitioners (GP's) who were not GPFH's had to refer their patients to a hospital that 

their DHA had a contract with, although not exclusively. However, the right of a GP to refer 

his/her patients to which ever hospital consultant they liked was maintained by the use of 

Extra Contractual Referrals (ECR's). ECR's were referrals by GP's to a hospital with which 

their DHA did not have a contract. DHA's were responsible for funding ECR's, and as a result 

had to develop special arrangements for dealing with them. This meant top-slicing some of 

their budget for ECR use and negotiating with GP's who wished to use an ECR if it was 
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necessary for them to do so (Ham, 1994). GPFH's, on the other hand, could refer their 

patients to which ever hospital they wished since they had the resource to do so. 

The 1990 NHS and Community Care Act also strengthened the management arrangements at 

the centre and periphery. Within the Department of Health, the old Supervisory Board was 

replaced by a Policy Board, and the Management Board was replaced by the Management 

Executive (ME). Health Authority (HA) members were replaced and reduced in number. No 

longer elected from particular organisations and the community, the new members formed a 

Board, which included for the first time managers from the HA's. The managers formed 

Executive Directors, and appOintments were made to Non-Executive positions on the Board 

(Op Cit.). NHST's also had a similar structure and membership. This was intended to bring a 

more business like approach to the NHS. By introduCing market principles to the NHS, the 

Government anticipated that services would become more responsive to patients. and that 

NHST's would be stimulated by competition between other NHST's and the private healthcare 

sector, to become more efficient in the use of resources. 

Loveridge and Starkey (1992) have argued that radical and structural change, as occurred 

with the 1990 NHS reforms, can open access to resource control and define what are 

considered as resources in the pursuit of new strategies. NHS managers, according to 

Loveridge and Starkey, would now have to learn and interpret the 1990 NHS reforms which 

should see the development of new management theories and practices. These will include 

NHS managers having the opportunity to analyse the NHS in its total context, and to create 

strategic options which extend beyond the localised concerns of NHS healthcare 

professionals. These issues will be returned to in chapters 8 and 9. 

"The potential leverage provided by the [1990 NHS] Act has to be transformed 
into actual strategiC influence through educated analysis and an ability to persuade 
others of its appropriateness as a basis for action" 
(Loveridge and Starkey, 1992, p 13). 
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The Government also stated that it would be a particular type of market, a 'managed' market 

which would be regulated to ensure that particular services continued to be available to 

patients. The market when implemented in 1991 was to have a 'smooth take-off to give the 

system time to bed-in structurally, and any problem areas to be resolved. Purchaser's referral 

patterns, as a result, were to initially reflect the previous years patterns. The new structure of 

the NHS is illustrated in figure 4 below. 

Figure 4. The New Structure of the NHS in 1991 (Source: Ham, 1994). 
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Pressure on Government spending and the continuing efforts for efficiency savings had the 

effect of a closer examination of NHS management costs. In 1996 the NHS in England and 

Wales was subsequently re-organised (Ham, 1997). This re-organisation resulted in the 

abolition of the RHA's, and in their place the setting up of eight Regional Offices. District 

Health Authorities and Family Health Services were replaced by 100 unified Health 

Authorities. NHST's in England and Wales were also affected by this re-structuring exercise 

and some were forced into mergers in an attempt to rationalise services. This in many ways 
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simplified the NHS in England and Wales, and indeed brought it into line with the structure in 

Scotland. The new structure of the NHS in illustrated in figure 5. 

Figure 5. The Restructured NHS in England and Wales in 1996 (Source: Ham, 1997). 
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The 1997 Re-Organisation 

Although this section has dealt only with the 1990 NHS reforms, it is now pertinent to briefly 

review the current state of play regarding the current organisation of the NHS. In 1997 a new 

Labour Government was elected to Parliament which produced a White Paper, The NHS 

Modern, Dependable' in the Autumn of 1997 (DoH 1997). The NHS was to be re-organised 

again. The new White Paper heralded a 10 year rolling programme through which change will 

be achieved via gradual evolution which avoids much of the recent structural upheavals 

associated with previous re-organisations (Halpern, 1998). Some of the changes include, the 

abolition of GPFH, to be replaced with Primary Care Groups, and the internal market, to be 

replaced by a new funding agreement. However, the purchaser/provider split will remain . 

Scotland received its own White Paper, 'Designed to Care' (SODoH, 1997). This will be 

discussed in chapter 2. 
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Conclusions 

This chapter has examined the development of the NHS, its management and organisation, 

since the inception of the NHS in 1948. The major changes in public sector management 

occurring in the last 16 years have also been discussed which eventually led to the 1990 NHS 

reforms and the changes in management arrangements within the service. These changes 

provided the backcloth to NHS managers now being given the freedom to use private sector 

management techniques within an internal or quasi-market. Chapter 2 will now examine in 

detail the Scottish NHS where the research for the thesis was carried out. Meanwhile we 

note a number of points that will be returned to in chapters 7 - 10: 

• There have been a number of management re-organisations of the NHS since 1948; 

• There has been a continuing Government concern over resource use and efficiency within 

the NHS; 

• The term 'management' and 'strategy' appeared in the NHS for the first time through the 

1974 NHS re-organisation; 

• Strategic Planning emerged in the NHS in 1976; 

• The Griffiths report of 1983 allowed the formation of a strategy wing and an operational 

management wing within the DHSS; 

• The Ministerial Review of 1988/89 carried out the most far reaching review of the NHS in 

its 40 year history and; 

• The most significant NHS re-organisation since 1948 occurred in 1991 with the 

development of an internal market within the NHS, and the setting up of NHST's and 

GPFH's. 
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Chapter 2: The Scottish National Health Service 

Introduction 

Although part of the UK NHS, the NHS in Scotland (NHSiS) is structured, organised, and 

managed in a different manner to the rest of the UK NHS. The research for the thesis was 

carried out in the West of Scotland. The NHS in Scotland (NHSiS) provides a wide range of 

clinical services and is responsible for the provision of primary (community), hospital 

(secondary) and tertiary services. This chapter will outline and discuss these differences as 

they existed between 1994 and 1997. The chapter consists of four sections. Section 1 

discusses the organisation of the NHSiS. Section 2 examines the composition and operation 

of the AHB and NHST management Boards. Section 3 provides an examination of the 

SHARE funding formula, which forms the basis of resource allocation to the Scottish AHB's. 

Finally, section 4 concludes the chapter with a discussion of the NHSiS in light of the 1997 

White Paper Designed to Care'. 
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Section 1: The Organisation of the NHS in Scotland 

Introduction 

The Secretary of State for Scotland is responsible for the organisation and delivery of 

healthcare in Scotland, with responsibility derived from Parliament. The Secretary of State is 

assisted by the Minister for Health and Home Affairs who is in turn, assisted by the Scottish 

Office Department of Health (SODoH). The SODoH consists of two parts (Management 

Development Group (MOG) et ai, 1993): 

-
• A Public Policy Unit which is responsible for providing advice and guidance on Public 

Health issues and; 

• The Management Executive (ME) which is responsible for the efficiency and performance 

of the NHSiS. The ME advises Ministers of policy and ensures that policies are 

implemented. The ME is headed by the Chief Executive of the NHSiS, who is the 

Accounting Officer to Parliament for health expenditure in Scotland. 

The ME is further divided into a number of other areas. These include, for the purpose of this 

thesis, the Directorate of Purchasing and the Directorate of Trusts. The Directorate of 

Purchasing does not in fact do any purchasing. It has responsibility for advising government 

ministers on setting strategy and direction for the NHSiS, and ensuring that strategy is 

implemented via formal relationships with AHB's. This is achieved by holding the AHB's 

accountable for their actions and, at the time of the research, structuring the strategic direction 

for the NHS market. 
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The Directorate of Trusts had two main objectives with regard to the NHSiS at the time of the 

research. This was to create the conditions which: 

• Ensured that individual Trusts have the opportunity to be successful and; 

• The Trust network can play its full part in delivering the objectives of the NHS in Scotland. 

The Directorate of Trusts had a number of other roles which are illustrated in table 5. 

Table 6. Roles and Responsibilities of Directorate of Trusts 1991-97 (Source: MDG et 
al.1993). 

Market (provider Policy implementation Provider policy areas 
regulation) 
Public interest intervention Policy not affected through Blood products 

contracts such as market 

- testing of clinicaVnon-clinlcal 
services 

Contract disputes Hepatitis compensation 
Corporate governance - Ambulance response 
Reconfiguration of NHST's in '''' " '" I A limited number of prisoners 
the future of war from a number of 

conflicts 
Competition and 

.. 

contestability 

The NHSiS has several objectives which at the time of the research was to be achieved via a 

market mechanism of purchasing and providing. These objectives included: 

• Improving health; 

• Developing primary care; 

• Promoting care in the community; 

• Providing effective healthcare that is 'people centred' and; 

• Ensuring value for money. 

The Common Services Agency 

The Common Services Agency (CSA) manages services which are provided most effectively 

on a national basis. These include the Scottish National Blood Transfusion Service, the 

Central Legal Office, the Information and Statistics Division, Scottish Healthcare Supplies, the 

processing of prescription and dental charges, and the study of patterns of communicable 
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disease. The ultimate responsibility for the management of the Agency lies with a 

management board appointed by the Secretary of State and chaired by the Chief Executive of 

the NHSiS (Op Cit.). 

The Area Health Boards (AHB's) 

AHB's are the planners and purchasers of hospital and community health services for the 

people who live in their area. There are fifteen Scottish AHB's covering populations ranging 

from less than 20,000 to over 90,000. Each AHB is headed by a Board appointed by the 

Secretary of State for Scotland. AHB's are responsible for assessing their populations need 

for healthcare which is achieved by collecting information about patterns of morbidity, 

mortality, and the effectiveness of different medical interventions. AHB's also liaise with GP's, 

Local Authorities, the voluntary sector and other agencies to build up an assessment of their 

populations ~tate of health. 

Having assessed the needs of their resident population, other task of the AHB's at the time of 

the research included: 

• Managing the contracts of family practitioners; 

• Paying practitioners in accordance with their contracts; 

• Providing information to the public; 

• Dealing with complaints from the public and; 

• Allocating funds for GP practice developments. 

As a result of the 1990 NHS reforms, the role of AHB's in these areas was strengthened and 

they are now much more actively involved in the strategic planning and development of 

primary care services in their areas promoting health. In Scotland, the management of primary 

care services is an important role for the AHB's, unlike England and Wales where, until August 

1996 the task primarily fell to Family Health Services Authorities. 
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The Shields Report 

In 1996 the Shields Report (SODoH, 1996) was published by the Scottish Office. This Report 

examined the roles and responsibilities of the AHS's, but also the accountability relationship 

between AHS's and GPFH's in the reformed management structure of the NHSiS resulting 

from the 1990 NHS reforms. Shields was an update of an earlier Scottish Office document 

(SHHD, 1991) published in 1990. Government policy has since evolved from 1990, and has 

re-focused on moving care from the secondary care sector to care in the primary care sector. 

The central components of a primary care led NHS are that decisions about patient care are to 

be taken as close to the patient as possible. There are a number of issues arising from this. 

Patient care should be: 

• Managedin the most effective and efficient way; 

• As close to the patient's wherever possible; 

• Use medical technology suited to community-based practice and; 

• Take account of the patient's needs and wishes. 

The policy reinforces the fact that the GP is the central focus of healthcare because patients 

expect to have a continuing and supportive relationship with their GP. GP's also act as the 

gatekeepers to secondary care. However, unless GP's are FundHolders and possess the 

appropriate resource, they have little incentive to move the balance of a patient's treatment 

from secondary to primary care. The Shields Report therefore saw an advantage in AHS's 

involving all GP's in negotiating, even if they are not purchasing, contracts for their patients. 

The Shields Report also considered the role of AHS's as market regulators. It confirmed the 

NHS internal market as not a commercial market. It would require good management to 

achieve the benefits of competition between healthcare providers, while ensuring that there is 

not over capacity (seen by the ME, as too many hospitals). Shields' argued that if there was a 

free market, large changes could occur as healthcare facilities were either built by new players 

or were removed by failure of poor providers. Shields' determined that the NHS in Scotland 
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needed AHB's to control a large degree of change and to ensure that capacity was matched to 

demand. AHB's were to take a strategic role in managing this change. They were seen as 

having to be proactive, such as providing GP's with information on value for money, and 

reactive, such as taking action to consolidate services or encouraging new providers to enter 

the NHS market. GPFH's were seen by the ME as being accountable for their purchasing 

decisions, so AHB's would have to 'cause change' and achieve coherent strategies through 

influence and persuasion. AHB's were not to act as market regulators in the commercial 

sense. If they did so, they would require power from the ME to direct GPFH's purchasing if 

the AHB judged that the overall market required it. The Framework set out by Shields' ruled 

this out. However Shields' considered that its framework offered an effective way of ensuring 

the benefits of GPFH within a strategic setting. Shields' viewed AHB's as being simply 

purchasers, but having several other roles including, leaders, protectors of public health, 

commissioners, and strategic planners or market managers. The Shields Report expanded 

and redefined the 4 responsibilities of the AHB's set out in 1991 into 8 new key 

rpsponsihilities These were as follows: 

• Needs assessment: assessing health status and needs to underpin commissioning, and 

promoting health gain; 

• Strategic Planning: of services in collaboration with GP's to meet health needs through an 

integrated service; 

• Leading and co-ordinating: consulting widely on their plans and forming working 

relationships with NHS providers, local health councils and partners in Local Government 

and commercial sectors to develop appropriate healthcare environments and services; 

• Commissioning: of integrated primary, secondary and tertiary services to meet assessed 

health needs, allocating resources accordingly, and monitoring the quality of these 

services; 

• Developing Primary Care: developing, promoting and strategically directing primary care; 
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• Safeguarding the health of the population: controlling outbreaks of communicable disease, 

identifying adverse environmental factors and initiating action to control them, and 

emergency planning; 

• Undertaking statutory duties: such as the registration of nursing homes and; 

• Accountability being financially accountable for their efficient use of healthcare resources 

and ensuring Codes of Conduct and Accountability for NHS Boards are followed. 

The Shields Report emphasised the fact that AHB's had a strategic planning role in so far that 

developments were consistent with the aim of increasing healthcare provision at primary and 

community levels. There were also two areas concerning strategic planning that were raised 

with Shields: 

• The concern that GPFH would have an adverse impact on AHB's ability to plan population 

wide strategies. This was addressed by Shields by developing a GPFH accountability 

framework and; 

• The concern that teaching and research could suffer if GPFH's began to refer their 

patients to NHST's or private sector providers which offered lower prices than the teaching 

hospitals. Shields recommended that AHB's would need to inform GPFH's of the 

implications if they move services to obtain better access or find lower prices as such 

action could damage the ability of secondary care providers to provide teaching and 

undertake research. 

NHST's 

NHST's were first established in Scotland in 1992. The functions of the NHST's are to provide 

hospital, community services, dental, and ambulance services on behalf of the Secretary of 

State for Scotland. NHST's are self-governing units with their own Boards of directors and 

with freedom to organise their affairs subject to the legal framework and guidelines in which 

they operate, and the contracts they have negotiated with purchasers. At the time of the 

research there were 47 NHST's in Scotland ranging from hospitals in the acute sector, 
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community based NHST's, priority service NHST's, some a mixture of community and priority, 

and the largest NHST in Scotland, the Scottish Ambulance Service. The total number, their 

mix and income are illustrated in table 7. 

Table 7. The NHS in Scotland, National Health Service Trusts (Source: MDG et ai, 
1993). 

Type of NHST Number Income£M: 
Range Tolal 

Acute 26 (55%) 10 -156 1614 
Priority/Community 12 (25%) 26 -147 897 
Mixed 8 (17%) 17 -75 366 
Scottish Ambulance Service 1 (2%) - 77 
Total 47 2954 

Each NHST is accountable to the Secretary of State via the ME, and at the time of the 

research there were four main accountability mechanisms: 

• An annual strategic plan in which the NHST sets out its plans to develop services, its 

financial projections and its capital building plans; 

• Annual report on the previous year's performance; 

• Annual accounts and; 

• Monthly monitoring reports. 

The main financial duties of NHST's were to earn a 6% return on their assets and to live within 

the external financing limit (the maximum that the NHST's CQuid borrow from the Government) 

set by the Secretary of State for Scotland in relation to their capital borrowing. 
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General Practitioner FundHolders (GPFH's) 

General Practices that opted to become FundHolders remained responsible to the AHB's for 

the provision of primary care services. GPFH developed in three distinct ways since the 

introduction of NHS reforms in Scotland in 1992. GPFH's were allocated a budget to pay for 

services, which also covered the cost of the drugs they prescribed and the staff they 

employed in their practices. The resources allocated to GPFH's were deducted from the 

resource allocation of their AHB's. 

Three GPFH options had developed between 1991 and 1997. These were as follows: 

• Standard FundHolding: this option was the very first model to be introduced, and allowed 

GP's to purchase a defined range of hospital and community services for their patients. 

This included out-patient services, X-rays and laboratory services, in-patient and day-case 

treatment and community nursing services. Standard FundHolding was later expanded to 

include specialist nursing services, such as diabetic care, and virtually all elective surgery 

and out-patient services. There were exceptions, however due to cost implications in 

areas such as organ transplantation and renal dialysis which were funded centrally by the 

Scottish Office. 

• Primary Care PurchaSing Initiative (PCPI): this was a new option for GP practices who 

either were not ready to take on standard FundHolding, or did not want to become involved 

with the hospital side of GPFH. This option included the GP(s) having the resource to 

provide staff, drugs, diagnostic tests, and most if not all of the community health services in 

the standard scheme. It excluded all out-patient attendance and all other acute hospital 

treatments. The Scottish Office, at the time of the research, intended that this scheme 

could be used as a stepping stone to the standard scheme or the next stage of GPFH, the 

Total Purchasing scheme. 
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• Total Purchasing Pilots: this third scheme allowed GP's within an AHB area to purchase all 

hospital and community health services for their patients, including Accident and 

Emergency services. At the time of the research there were six pilot schemes operating in 

Scotland. These pilot schemes were on trial basis for three years and they were to be 

evaluated at the end of 1998. 

The final Scottish figures up until the end of April 1997 for these distinct types of GPFH are 

indicated in table 8. 

Table 8. GP FundHolding Statistics -1 October 1997. 

1.1 , 1.7 26.8 38.6 

x x x x x 20 21 
12 18 69 132 162 162 170 

x x x 104 217 

10.9 18.7 45.2 

Source: Table L 1.8 GP practices engaged in GPFH at 1 October 1997, Scottish Health 
Statistics, ISD (Data include practices in preparatory or pilot phases). 'X' indicates that the 
particular form of GPFH was not yet operational. 
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Section 2: The Operation of the AHB's and NHST's 

Introduction 

Both AHB's and NHST's had their own management Boards. Although there are differences 

in the membership of AHB and NHST Management Boards, the role of the Management 

Board in these organisations are similar. It is the Boards' duty to set the direction for the 

organisation and to provide leadership for its employees. For the ME, an effective Board is 

one that has a clear vision and a strategy for implementing this vision (MDG et ai, 1993). 

There must also be arrangements in place for monitoring progress towards this strategy. As 

far as possible, Boards were to avoid becoming involved in matters of operational 

management. 

At the time of the research, all management Boards in both AHB's and NHST's had the 

following structure: 

• A Non-Executive Chair; 

• A group of Non-Executive Directors (up to 6 in number) and; 

• A group of Executive Directors (up to 6 in number). 

Directors were equal in status ?lnd carried corporate responsibility for the work that was done 

in their respective organisations. They did not however, carry the same legal liabilities as 

company directors. In relation to their duties, all directors of AHB's and NHST's enjoyed 

immunity under the law while they were engaged on either AHB or NHST business. The 

significant change was that the Executive Directors of both AHB and NHST Boards were 

previously full-time officials of their organisations. They were the managers of either AHB's or 

hospitals that became NHST's. 

Another difference from company Boards, is that AHB's and NHST's functioned in the public 

sector. This meant that there was often much public and media interest in the decisions that 
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they made. It also required Boards to be accountable for their actions to the local community, 

although they were not directly accountable to the community, but to the Secretary of State for 

Scotland. As a matter of policy, many Boards were seeking to be as open as possible to the 

public and to foster good relation with the public and the media. Table 9 indicates the 

composition of AHB and NHST Boards between 1991 and 1997. 

Table 9. The Composition of the Management Boards of AHB's and NHST's , 1991-97 
(Source: MDG et ai, 1993). 

Area Health Boards NHST Trusts 

Chairs ApPointed by the Secretary of State, As per AHB's 
following selection procedure 
outlined above 

" . 
Non-executives Normally six appointed by the As perAHB's 

. ,-, 

- Secretary of State, on the basis of 
independent Health Appointments 
Advisory Committee. Boards with a 
medicaUdental school in their area 
include a representative from the 
relative University. 

Executives Up to six appointed by the Secretary Up to six including Chief Executive, 
of State including the General Medical and Nursing Director, 
Manager, Directors of Finance and appointed by Chair and non-
Public Health executives 

The Accountability of AHB's 

Chapter 1 discussed the development of an accountability review process in England and 

Wales. There is a similar mechanism in Scotland. The review process is conducted on an 

annual basis between the Scottish AHB's and the ME. It determines the purchasing intentions 

of the AHB's for the year ahead, and examines the previous years achievements against the 

previous Accountability Review. This Review is then translated into a 'Corporate Contract' 

which formulates the AHB's intentions for the year ahead. The Corporate Contract identifies 

the objectives against which AHB's intend their achievements to be judged and includes 

specific measurable targets and milestones which allow both the AHB's and the ME to track 
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progress. Annual targets in the Corporate Contract relate to each AHB's longer-term strategic 

aims and also national priorities. The aim of the annual accountability reviews are to establish 

whether AHB's are achieving the intentions set out in their Corporate Contracts and are 

implementing national policy. 

Planning and Priority Guidance 

The ME also issues Planning and Priorities Guidance5 to all the AHB's, GPFH's, and NHST's 

in Scotland each year. It is the intention of the ME that this guidance provides the overall 

context for the planning and delivery of health services for the year ahead. It focuses the 

NHSiS on what the ME considers to be the most important National priorities. For 1996/97, 

the guidance continued on the previous years themes of four strategic aims, and three clinical 

priorities for the NHSiS (SODoH, 1996). These four strategic aims were: improving health; 

developing primary care; promoting care in the community; and reshaping hospital services. 

The three clinical priorities were: mental health; coronary heart disease and stroke; and 

cancer. AHB's, GPFH's and NHST's, all have a role to play in discharging the Planning and 

Priorities Guidance. Table 10 summarises their respective roles. 

Table 10. The Roles and Responsibilities of AHB's, GPFH's and NHST's in relation to 
the 1996/97 Planning and Priorities Guidance (Source: SODoH, 1996). 

Contracts with NHST's and 
other iders 
Corporate contracts with 
the ME 
Inter-relationship with 

care 

5 Similar to that issued by the Department of Health England (see chapter 1). 
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Contract Development 

Since the introduction of the NHS reforms, considerable progress has been made in the 

development of contracting (see chapter 1). The ME now expects all purchasers (AHB's and 

GP's) to emphasise the need to involve clinicians6 in contract development and negotiation, 

and that contracting should be undertaken in the context of a clear understanding of the likely 

financial resources available for the contract period ahead, together with the longer term 

financial strategies of purchasers. Figure 6 illustrates the organisational relationships of the 

NHSiS up until the end of April 1997. 

Figure 6. Organisational Relationships of the NHS in Scotland 1992/97(Source: 
NHSiSME). _ 

L _ 

Secretary of State for Scotland 

NHS Management Executive • • (Corporate Contract) • Purchasing Boards 

• <,Healthcare Contracts) 

• -------- - NHST's 

Chairs of AHB's/NHST's 
Directly accountable to Secretary of State 

Directly accountable to ME 

6 This issue will be examined further in chapter 9. 
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Section 3: The SHARE Funding Formula 

Introduction 

Following the RAWP funding formula in England, a similar formula was devised for the 

Scottish NHS. A Working Party on Revenue Resource Allocation was set up by the Scottish 

Home and Health Department (SHHD) in 1976. This working party subsequently produced 

the SHARE7 report (SHHD, 1977). SHARE was based on the English8 RAWP, and its 

equivalent in Wales. RAWP was seen as a breakthrough in bringing a theoretical concept of 

population "needs" into the practical realm of guidelines for an actual distribution of resources 

(Op-Cit.). However, because the AHS's in Scotland differed substantially in scale, and in the 

range of services offered, RAWP was not seen by the SHHD as being directly applicable to 

Scotland. RAWP was designed for the NHS in England for a distribution amongst largely self 

sufficient Regions with populations ranging from under 1.3 million to 5.75 million. In Scotland 

there were 15 AHB's with populations ranging from less than 20,000 to 1 million. 

The SHARE report set out a system which would distribute the available resources to the 

NHSiS on an equitable basis among AHS's taking into consideration the needs of the 

population served by them, the additional costs incurred by the four9 AHS's who had teaching 

responsibilities, and provided services to patients from out with their area. It was mainly 

concerned, however, with the distribution of revenue resources for hospital and community 

services, which accounted for over 78% of the total budget for the NHS in Scotland. 

7. SHARE, the Scottish Health Authorities Resource Allocation Report. 
8. Resource and Allocation Working Party set in England in 1976. RAWP suggested that 
each of the English Regions should have a target allocation, reached over a period of time, 
based on a formula based on its population profile and deprivation factor. RAWP proved slow 
and difficult to implement, and was abandoned after the 1990 NHS Act before equity of 
resource allocation had been achieved. 
9. These AHS's were Greater Glasgow, Grampian, Dundee, and Lothian. 
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The main elements of the SHARE system was based on the following: 

• Population: the population of each AHB was given a weighting according to certain 

measurable characteristics such as morbidity which reflect requirements for healthcare; 

• Movement of patients: modifications were made to take account of patients resident in one 

AHB who were treated in the hospitals of another AHB and; 

• Highly specialised services and teaching hospitals: allowance was made for the four 

teaching AHB's who had responsibility for providing clinical facilities for the training of 

doctors, dentists, the highly specialised facilities which required additional training for 

nurses and other healthcare professionals, and also for the provision of regional or national 

specialist services. 

The result provided an indication of the 'shares' which each AHB should ideally receive if 

expenditure on hospitals and community services was to be equalised over the population of 

the whole country. The test of the model was not how closely its results correspond to some 

kind of ideal provision of health services, but simply how far they achieve an equitable 

distribution of the available resources. 

The result of the 1977 calculations indicated that about 3.5% of the total revenue actually 

allocated to AHB's would require to be redistributed in order to bring AHB's to "parity" as 

assessed by the working party formula. It would have been possible to do this comparatively 

quickly if the disparities between the AHB's were relatively small. However, two AHB's, 

Ayrshire and Arran and Tayside would have had much farther to go to reach "parity" under the 

SHARE formula. Ayrshire and Arran would have to have had its resource base increased by 

40%, and Tayside would have had to have its resource base reduced by 16%. Due to a slow 

growth of available resources and the general economic climate of the late 1970's, the 

redistribution was not made at the one time. Instead it took place over a period of several 

years. 
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Sy redistributing resources over a number years the Scottish Office thought that an equitable 

distribution would be achieved without money being transferred between AHS's so rapidly that 

those moving upwards towards parity could not use the extra money to their advantage, and 

those moving downwards would not have time to plan and carry out the necessary 

adjustments to the provision of services. Services provided by the CSA and National services 

which could not be readily incorporated within the model, such as blood transfusion and organ 

transplantation, were funded directly by the Scottish Office. The system for calculating the 

equitable share of the AHS's was progressively refined and updated with the figures 

recalculated each year, and was due to be completed by 1998. 

Practical Application 

The provision of equitable shares in accordance with the SHARE formula WOUld, in 

comparison with the actual shares in 1975-76, entail a reduction in the shares of four AHS's. 

Tayside by 16.17%, Lothian by 4.77%, Greater Glasgow by 2.96%, and Highland by 2.14%. 

All other AHS's would receive larger shares, the increases ranging from 1.29% to 39.57%. 

The report also discussed the particular problems which faced Greater Glasgow Health Soard. 

Its allocations were likely to fall markedly during the remainder of the century as a result of a 

declining population, a decline from the existing high level of cross boundary flows10 into the 

area, and the likely development of supra-area services by other AHS's in the West of 

Scotland. Table 11 indicates the most recent figured produced by the Scottish Office 

concerning AHS parity. The plus signs indicate that the AHS concerned will be gaining 

resources, the minus signs indicate the AHS's that will be losing resources. The implications 

of this loss/gain for the AHS's concerned will be discussed in chapters 7-10. 

10. Cross boundary flows are patients who are not resident in these AHS's catchment areas 
and are referred by clinicians in other AHS's for treatment in the teaching hospitals within, for 
example Glasgow or Edinburgh hospitals. 
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Table 11. Resource allocations for the Scottish AHB's using the SHARE formula, 
1993/94 (Source: MDG et ai, 1993). 
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Section 4: The NHSiS and the 1997 White Paper 

Introduction 

I n May 1997 a new Labour Government was elected to office. This new Government was set 

to change the Conservative's 1990 Reforms of the NHS, and in December 1997 a White 

Paper was published, 'Designed to Care' (SODoH, 1997) which set out the Government's 

plans for the NHSiS. England received its own White Paper which was briefly discussed in 

chapter 1. 

Designed to Care pointed to a range of initiatives which were intended to restore the NHSiS 

as a public service working co-operatively for patients, rather than operating as a business 

which was driven by competition. There were a number of important changes, the most 

important being the reduction in the number of NHST's, and the abolition of the internal market 

and GPFH's. Strategy and planning is also to change and will now be the sole remit of the 

AHB's. The NHST's are now to concentrate on operational management. Other significant 

changes include: 

• NHST chairs are to sit ex-officio on AHB's as NED's and as such will be involved in the 

ME's Accountability Reviews; 

• NHST Chief Executives will not only be accountable to their AHB for their use of resources, 

but will carry responsibility for the quality of care that their NHST provides; 

• Equitable distribution of resources, facilitated by the creation of a single, cash limited, 

funding stream and review of the current SHARE resource distribution formulae. AHB's 

weighted allocation from the SODoH will now cover both hospital and community health 

services, prescribing, general medical services and other practitioner related costs and; 
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• A Joint Investment Fund (JIF) is to be created by the AHB's to facilitate co-ordination 

between primary and secondary care and foster appropriate changes to the clinical setting 

in which care is delivered. 

The new structure of the NHSiS is illustrated in figure 7. 

Figure 7. The New Structure of the NHSiS (Source: SODoH, 1997) . 

Strategy 
and 

Planning 

1 - - - - -
Operational 
Management 

.... Policy 
Management :::::..... National Strategy 

Executive ........ Performance Management 

~oard ·············LocaIStrategy 

)( 15 ............. Monitoring of 
Implementation 

- - - - - - - - - - - -

Acute 
Hospital 

Trust 

The AHB's are to produce a Health Improvement Plan (HIP) for their area. This plan is to 

detail developments in healthcare services within the AHB's area which are designed to 

improve the health of the local population in relation to national and local priorities. NHST's 

are to re-focus their activities on the delivery of patient care and the improved quality of clinical 

services and will be no longer required to produce individual strategic plans and lodge these 

plans with the ME. 
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Instead, the NHST's are now to produce a Trust Implementation Plan (TIP) showing how their 

AHB HIP is to be put into effect within the individual NHST. The TIP's, like their strategic plan 

predecessor, are to be submitted to the ME to demonstrate that each NHST's financial targets 

will be met. TIP's, as a result, must also take into account the financial contributions from 

other AHB's to cover the costs of treating their patients. This in effect will also help to facilitate 

the ME's performance management of AHB's (see earlier) in ensuring that the NHST's are 

being properly held to account for the implementation of the relevant HIP. Although the 

NHSiS will now change in the next 2-3 years, the research was carried out at the height of the 

Conservative Government's 1990 NHS Reforms. 

It is proposed that the 15 AHB's will remain providing some stability during a period of 

significant change. The number of acute NHST's are to be reduced and new Primary Care 

Trusts (pCT's) established. The PCT's will encompass areas currently covered by 

Community NHST's, but will be much wider in scope. GP's are to form Local Health Care Co­

operatives which will function inside the PCT's. It is intended that each AHB will in future only 

have one acute NHST, and one PCT. There will be different arrangements in the larger 

conurbation's such as Glasgow and Edinburgh, where more than one acute NHST is the 

preferred model. These changes are still in their early stages and are currently the subject of 

a public consultation exercise. 

To conclude this section we have discussed the changes to the NHSiS brought about by the 

1997 White Paper 'Designed to Care' and some of the new organisational arrangements that 

are intended to be developed in the next 2- 3 years. 
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Conclusions 

This short chapter has discussed the organisation and structure of the NHSiS, from 1991- 97, 

and an outline of the proposed changes and re-organisation of the NHSiS post 1997 White 

Paper. Chapter 3 will now provide a literature review of markets, competition, and healthcare. 

Meanwhile we note a number of points: 

• Since 1974 the NHSiS has had different management and organisational arrangements 

that that of England; 

• Although there are organisational and management differences, the 1990 NHS reforms 

introduced an internal market, NHST's and GPFH's into the NHSiS which mirrored the 

changes in England; 

• Scotland's AHB funding formula, SHARE, was different from that in England, and while the 

English RAWP was abolished in 1990, SHARE will reach a conclusion in 1998; 

• There were. at the time of the research, 47 NHST's operating in the NHSiS: 

• Scotland received a different White Paper, 'Designed to Care' with the new Labour 

Government's future plans for the NHS. 
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Chapter 3: Markets, Competition, and Healthcare 

Introduction 

The 1990 NHS reforms attempted to create an internal healthcare market in the UK. The 

central focus of this was the 1990 NHS and Community Care Act which brought into 

legislation the purchaser/provider split. DHA's became purchasers of healthcare and hospitals 

became providers of healthcare. Funding was to be allocated to providers via a competitive 

process mediated by the use of contractual arrangements (see chapter 1). 

This aim of this chapter will be to review the contribution of economic analysis to the 

understanding of the development of the NHS internal market. The chapter will be structured 

in four sections. Section 1 will provide an analysis of quasi-markets which are derived from 

orthodox neo-classical micro-economics which has been adapted to aid our understanding of 

an artificially created regulated or planned market. Section 2 will examine the use of the new 

institutional economics approach to our understanding of the NHS internal market based upon 

a transaction cost analysis. Section 3 will discuss the socially embedded approach to 

economic transactions to assist with an understanding of the NHS internal market. Finally, 

section 4 will provide some empirical evidence of analysis of the NHS internal market as it 

operated in different parts of the UK. 
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Section One: The Development of a Market within the NHS 

Introduction 

The current reforms of the UK NHS involved importing competition into what had been for 

almost 40 years a publicly financed and operated healthcare system. Von Otter (1991) has 

argued that the competitive influence in healthcare provision was aimed at encouraging three 

main objectives: 

• Greater internal efficiency of hospitals as provider organisations; 

• Greater responsiveness of the services that these organisations provide to meeting patient 

preferences and; 

• Increased managerial effectiveness 

Between the late 1970's and the present, the introduction of market principles and competition 

have been the dominant determinant of healthcare provision. Saltman and Von Otter (1995) 

refer to the new model of healthcare provision as a "planned" market, where the existing 

planned and centrally controlled healthcare system has market elements intentionally added 

to, or superimposed upon it. The NHS internal market would fall into this planned market 

concept. 

The rationale for an internal market in healthcare had originally been derived from orthodox 

neo-classical micro-economic explanations of the operation of markets (Akehurst et ai, 1988). 

A market consists of a network of relationships which are based upon the uncoordinated 

actions of large numbers of buyers and sellers. Prices are determined by the relationship 

between supply and demand. If supply and demand for a product or service are equal, the 

price is said to be in equilibrium. 
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If there is perfect competition no one buyer or seller has any control of price so that s/he can 

control the market price by their actions. The effect of this is that large numbers of firms 

adjust their output of goods/services to the known market price in such a way as to maximise 

profits. When the equilibrium point is reached no one buyer or seller can improve their market 

position without someone else losing more. The concept of perfect competition thus ensures 

that resources are allocated efficiently (see figure 8). Competition regulates the processes of 

production, transfer, and consumption of goods and services. In terms of economic actions, 

competition has the following features (Borgonovi, 1991): 

• Individual firms have to be capable of attracting and retaining sufficient demand to enable 

them to continue to operate in the market; 

• Demand for a firm's product is based on the economic advantage possessed by the firm. 

This could be in the costs of producing a good which may be cheaper than similar firms 

producing the same good, but there may be other sources of competitive advantage as 

well as cost and; 

• Each firm will engage in behaviour that seeks to develop and sustain competitive 

advantage. This could include activities that could drive the firm's competitors out of the 

market. 
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Figure 8. The Market Concept. 
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Market competition therefore serves to regulate the relationships between firms in such a way 

that it rewards those that are more efficient in the production of goods, or indeed meet the 

demands of consumers better than any other similar firm. 

Johnson (1995) has argued that markets have a number of advantages. Perfect competition 

in free markets ensures that resources are allocated efficiently, i.e. it produces allocative 

efficiency. Sellers in the shape of the producers of goods are always attempting to maximise 

their profits and gain a larger share of the market for these same goods. Producers will try to 

reduce their costs of production while maintaining or improving the quality of their goods, or 

engaging in innovation. Any producer who is unable to keep pace with the competition in this 

respect will be forced out of production. Markets are an appropriate way of sending out 

information using the price mechanism. If the supply of a particular good exceeds the demand 

of buyers, then its price will fall. The opposite will happen if the demand for a good is greater 

than the supply, the price will rise. Changes in price will then act as a signal to buyers and 

sellers, guiding demand and supply decisions. Producers who are unable to maintain 

productive efficiency equal to their competitors (making effective use of the resources 

employed, reflected in X-efficiency) will be driven from the market. 
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However, markets have a number of disadvantages. Markets are claimed to be efficient in the 

allocation of resources, but this assumes that there will be competition. The text book ideal is 

where there is perfect competition, where large numbers of suppliers compete for large 

numbers of buyers and a number of other technical conditions are satisfied. However, where 

these conditions are not met market failure can occur. Market failure occurs for three main 

reasons: 

• Imperfections in competition; 

• Imperfect information or knowledge and; 

• The presence of externalities for which no market exists, or the related problem of public 

goods, for example police or defence where an effective market is difficult to establish. 

To have perfect competition there is a requirement that al/ consumers have a very good 

knowledge of the products and suppliers that are operating within the market. However, in 

reality most consumers do not have the information that will enable them to make the best 

choice. Conventional micro-economic theory also does not take into consideration how 

decisions are made within organisations. The theory is mainly concerned with questions 

relating to market efficiency and .incentives, rather than how firms organise themselves 

internally. The firm in many cases is too narrowly viewed as a production unit with innovation 

based on technological developments. Orthodox neo-classical economic theory also says 

nothing concerning the strategic development and behaviour of firms, but instead firms make 

decisions guided by rules which will deliver maximum profits. 
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Markets and the NHS 

The NHS, like other areas of the public sector, has often been criticised for its inefficiency 

(McLauchlin and Maynard, 1982, Maynard and Williams, 1984, Enthoven, 1985). Critics 

argued that if a market was introduced these inefficiencies would be reduced and resources 

would be better allocated. There were four main ways in which the introduction of a market 

into the NHS was believed to be capable of improving efficiency: 

• By reducing X-inefficiency. Internal markets would reduce the amount of 'slack' in the 

system, the difference between the actual and minimal cost of providing a given volume of 

service. Removing the X-inefficiency could reduce costs, increase outcomes, or both; 

• By improving allocative efficiency through the increased exploitation of spare capacity at 

marginal costs in some hospitals, particularly the large teaching hospitals, which may have 

more facilities than can be justified to serve the needs of their resident population; 

• Specialisation leading to economies of scale. District Health Authorities (DHA's, the 

purchasers) could add to their capacity and offer services to their neighbours at lower 

costs deriving from scale economies and; 

• Competition would drive down the wage bill by eliminating surplus labour and enabling pay 

to be determined on a decentralised rather than a centralised basis. 

It was the belief of the proponents of internal markets that there was widespread 

X-inefficiency within the NHS due to the lack of market competition and discipline. Their 

expectation was that the perceived threat of competition and the contracting out of clinical 

services would affect the behaviour of both hospital managers and clinicians in socially 

desirable directions (Op-Cit). 
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The Origins of the NHS Internal Market 

The NHS internal market has its origins with the writings of Enthoven (1985) who was invited 

by the Nuffield Institute for Health to examine the operation of the NHS. His report Reflections 

on the Management of the National Health Service is thought to have formed the basis of the 

NHS reforms of 1990 (Appleby, 1992, Butler, 1992, Klein, 1989). For Enthoven the NHS had a 

number of problems. It was finding it increasingly difficult to meet the healthcare demands of 

the public. The NHS was caught in what he called a 'gridlock' of forces that made change 

difficult to implement. The structure of the NHS also did not contain any mechanism which 

would provide incentives for either healthcare professionals or managers to develop better 

quality services at reduced cost. However, he felt that the main problem with the NHS was its 

insensitivity to the best needs of its patients for appropriate care. Enthoven's answer to these 

problems an~ issues was to import some of the rigours and incentives of competitive markets 

into the NHS. This internal market would extend dramatically the existing government policies 

already implemented, for example, the contracting out of catering, portering and laundry 

services within the NHS (see chapter 1) Enthoven considered that the separation of the 

purchasing and provider roles in the NHS would mean that, 

'lDHA's] could buy from producers who offered good value. They could use the 
possibility of buying outside as bargaining leverage to get better performance 
from their own providers 

(Enthoven, 1985, p 10). 

Competitive markets require the presence of competition. However, with a contestable market 

it is the mere threat of new entrants that acts as the impetus for existing firms to improve their 

productive processes to ensure that they are as efficient as possible (Baumol, 1982). It was 

this issue of contestability that Enthoven was alluding to. If existing providers allowed their 

prices to become too high, or the quality of their products to fall, other providers might decide 

that they could do better, enter the market, and outperform the existing providers. For 

Enthoven, the market would work as follows. 
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Each DHA would receive funding based on a per capita basis, and an allowance for capital. 

The DHA's would continue to be responsible for their resident population's healthcare needs, 

but could also provide healthcare for patients outside their area, if compensated by other 

DHA's, and could purchase from the private sector. DHA's could also refer patients for 

treatment to other DHA's paid for at negotiated prices. NHS managers were also to be 

provided with incentives and freedoms to be able to use resources more efficiently. This was 

to include buying services from more efficient providers. The mere threat of going to another 

provider could stimulate an DHA's own provider units to become more efficient. The internal 

market would force the development of accurate costing and billing systems and create more 

efficiency and cost sensitivity because DHA's would be selling and buying services. For 

Enthoven, these changes in the economic structure of the NHS would be fundamental, but be 

invisible to patients. This last aspect he thought would be politically attractive to any 

government. 

The Enthoven changes would have to follow certain criteria to be successful: 

• Incentives would have to be introduced to encourage NHS managers to make cost 

savings; 

• A culture of buying and selling healthcare services would have to be introduced into the 

NHS and; 

• Information on hospital costs would have to be substantially improved if efficiency in the 

use of resources was to be achieved. 
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Enthoven's conceptualisation of an internal market was that the market would only involve 

NHS purchasers and providers, and hence be 'internal' to the NHS. With the threat of external 

provision as a lever of change, it was only intended to deal with the issue of patient flows in 

and out of the DHA's. Each DHA would still continue to be responsible for providing and 

paying for healthcare for its own resident population, but not for the patients referred from 

other DHA's. However, in the 3 years after his publication the idea of a market in healthcare 

within the NHS developed into was a called a 'provider' market (Culyer and Brasier, 1988) 

which would allow private sector hospitals to carry out NHS work. 

Quasi-Markets 

In the early 1990's the terms 'internal' and 'provider' markets evolved further when Bartlett 

(1991) and Le-Grand and Bartlett (1993) introduced the 'quasi-market' model. Their research 

was based on the introduction of market mechanisms into all areas of the public sector (see 

Chapter 1). These changes all had a similar effect on public services and followed the same 

patterns. 

"State finance of the service was to be retained; but the system of provision 
was to change, often radically. All the reforms involved a decentralisation of 
decision making; most also involved the introduction of competition in provision. 
The state was to become only a purchaser of services, with state provision being 
replaced by a system of independent providers competing with one another in 
internal or 'quasi-markets" 
(Le-Grand and Bartlett, 1993, p3). 

For Le-Grand and Bartlett quasi-markets are 'markets' because they replaced the former 

monopolistic state provision of provider units with competitive provider units. They are 'quasi' 

because they have a number of differences from orthodox neo-classical economic markets. 

These differences include factors in both the demand and supply side of the market. On the 

demand side the purchasing power of consumers are not expressed in financial terms, but 

instead take the form of either a 'voucher' or ear-marked budget. The use of vouchers or 

budgets is restricted to the buying of specific services, or it is centralised with a single 
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purchaser. Education vouchers for pre-school children is an example of a voucher system, 

and DHA's/GPFH's with allocated budgets are examples of single purchasers. With quasi-

markets it is not the consumer who has the choice in making purchasing decisions. This 

choice is usually left to a third party on behalf of the consumer, and in the case of healthcare 

would either be a DHA or GPFH. On the supply side of a quasi-market, there is competition in 

the same way as with orthodox neo-economic markets between suppliers of services, 

however unlike orthodox neo-economic markets, within quasi-markets suppliers are not 

necessarily out to maximise profits (Op.Cit.). 

Ferlie et ai, (1996) state that the legislative driven attempts by the government to create quasi-

markets have been increasingly apparent as a major development in public sector 

management from the late 1980's onwards. This has been a complex system - wide change 

which in turn has been central to the introduction of other changes. These quasi-markets 

mimic market-like mechanisms in which services continue to be free at point of use. The 

Government's view was that public services were to be more business like, but not a 

business. The key criteria of the benefits of quasi-markets were, quality, efficiency I choice, 

responsiveness, and equity. The use of the term "market" in this context may be misleading. 

For example, to what extent is a quasi-market really like a private sector market at all? The 

centre, in the shape of the Government, often retains a battery of regulatory powers which 

ensures that quasi-markets are very inward facing. Alongside the rhetoric of quaSi-markets 

there were still confusing forays back to the world of strategic planning or direct intervention 11. 

Public funding would no longer be allocated through planning or through formula funding, but 

instead through such devices as competitive bidding, or an earmarked budget which would be 

given to end-users or to their agents. These agents would then allocate the budget to 

competing providers. This was intended to sharpen the incentives for performance at the level 

of the individual provider organisation. 

11 Such as the Annual Purchasing and Planning Guidance issued each year to DHA's and 
AHB's discussed in chapters 1 and 2. 
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The NHS Market and the NHS Reforms 

Within the market, service contracts constituted the essential link between purchaser and 

provider. They made clear what services were to be provided and the terms on which they 

were to be supplied. They also had the important function of clarifying risk-sharing 

arrangements which may become relevant in the face of unplanned events, either on the 

purchasing side or providing side, (e.g.) providers who are carrying out more work than 

contracted for could have additional payments triggered by the extra work. 

The move to an internal market in healthcare can be seen as a move to replace a 

management hierarchy by the use of contracting as the prime mechanism of policy 

implementation. This process is not entirely new. From the early 1980's the Conservative 

Governmentttad begun to fundamentally change the shape of the public sector. There was a 

move from bureaucratic hierarchies to markets based on the separation of the purchasing 

function from that of providing the service. There were a number of reasons for this, Kay and 

Vickers (1990), Harrison, (1993). 

1. A tension had developed between the public and the private sectors. The public now 

wanted a more responsive public sector to suit their needs. This was in conflict with a 

commitment by central government to constrain the public sector resource base (a 

reflection of the need to cut public expenditure and hence reduce public sector borrowing 

and contribute to the long term control of inflation). 

2. The government wanted more devolved managerial responsibility to enable lower level 

managers to be given greater scope for using their own initiative and innovation to deliver 

services. 
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3. In conflict with 2 above, the government was attempting to find a way of exerting 

more control to improve the performance of the public sector. This was a classic case of 

financial centralisation conflicting with an intent to devolve managerial responsibility12. 

The purchaser/provider split resolved the conflict between pOints 2 and 3 above. There would 

be greater autonomy, but also competition would be introduced into the supply side which it 

was hoped would pressurise provider units in the public sector to seek ways of improving their 

efficiency in a manner similar to that which was believed to occur in the private sector. 

Harrison (1993), also argued that the reduction of the management hierarchy and the 

introduction of competitive markets had increased the choice of providers and allowed 

performance to be assessed. Purchasers now had a choice on which provider to use, and 

these same providers would be competing with each other for resources. Performance was 

assessed througb the monitoring of contracts by data supplied to purchasers from providers 

The contracts included performance standards which would allow the measurement of agreed 

targets between purchaser and provider. Harrison (1993) also suggested that moving to 

contracting allowed the government more control over providers to ensure that they operated 

in the public interest. He pointed out that such control might be thought of as occurring in a 

management hierarchy, but the public sector hierarchy had developed over-extended lines of 

control which led to providers developing a service-led culture, rather than a client-led culture. 

By separating the responsibility for purchasing from the responsibility for provision, this 

service led culture was to be broken. 

This extensive use of contracting arrangements gives rise to a new set of questions relating to 

the efficiency and implications of contracting arrangements, focusing on the central issue of 

the most appropriate economic paradigm for the analysis and understanding of the public 

healthcare market place. This will be discussed in the next section. 
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Section Two: Contracts and Transaction Costs 

I ntrod uction 

This section will discuss the next phase in the quasi-market phenomena. Authors such as 

Burke and Goddard (1990), Bartlett (1991) and Le-Grand and Bartlett (1993) have attempted 

to use the transaction costs literature associated with Williamson (1975,1985) to understand 

the nature and operation of quasi-markets. 

Contracts and Transaction costs 

By moving from a hierarchy to a market, transaction costs come into play. Transaction costs 

are additional costs incurred by the use of markets and include costs associated with contract 

negotiation, litigation, advertising, and the monitoring and evaluation of contract compliance 

(Robinson and Le-Grand, 1993). These transaction costs have to be understood in relation to 

the NHS quasi-market. 

Williamson (1975, 1985) attempted to determine which factors made contracts expensive to 

write, implement, and enforce. He concluded that a firm could decide to by-pass the market 

and instead, rely on a hierarchical form of internal organisation. He saw managerial 

hierarchies and markets as two distinct methods of economic organisation for dealing explicitly 

with transactions. For Williamson there were a number of factors which would determine 

whether a managerial hierarchy or market is more efficient as a means for resource 

allocations within a firm. These factors included bounded rationality, opportunism, and 

uncertainty. 

Bounded Rationality: people are limited in their ability to process all the information available 

to them. This leads to uncertainty about the consequences of transactions, or about the 

12 This issue will be returned to in chapter 9. 
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circumstances within which they might take place, so when making decisions people, while 

attempting to act in a rational manner, can only do so to a certain extent. 

Beyond this their ability to solve complex problems is reduced. This is further compounded 

when there is an element of uncertainty about the future. If it is expensive to plan for future 

contingencies in every way, it may become cheaper and more efficient for a firm to use a 

hierarchy as a form of organisation rather than a market. 

Opportunism/uncertainty with opportunism people can pursue their own interests. They can 

attempt to gain advantage from only disclosing certain information, providing no information at 

all, or making false promises. The mere existence of opportunism means that there is always 

an element oJ uncertainty introduced into contracting as neither party to the contract can rely 

on each other to honour non-legally binding contracts. Contracts which deal with complex 

transactions in an uncertain environment would be very difficult to write, monitor and enforce. 

They would also have to be specified in the contract Because of the costs involved this is 

often precluded in contracts making them incomplete in so far that all future events are not 

specified. Incomplete contracts can be, however, open to opportunistic behaviour. In such a 

case one of the parties involved could gain opportunistic advantage from only limiting the 

information available, or from making over ambitious promises. 

In a further debate on the issue of contracts and transaction cost theory, Sako (1992) provides 

a discussion of two possible trading relationships, an Arm's length Contractual Relationship 

(ACR), and an Obligational Contractual Relationship (OCR). With an ACR the contract is 

made explicit and each parties responsibilities are made clear as can be possible. 
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If in the course of the agreement contingencies arise, 

"they are settled by resort to some universalist legal or normative rules. 
All dealings are thus conducted at arm's length, to avoid undue familiarity, 
with neither party controlled by the other. Consequently, seeking an alternative 
trading partner is an easy available option when a contract comes to an end" 
(Sako, 1992, p 9). 

The OCR, which also involves the use of a contract that covers the provision and trading of 

goods, differs from the ACR in that it is the relationships between parties that are important. 

Significantly, the vital factor with an OCR is the dependence of each of the parties to the 

contract and the building of trust. Both parties have a degree of flexibility, what Williamson 

(1985) would term 'opportunism', to deviate to a certain extent from the contractual 

arrangements. However, the incentive to keep as far as possible to the contract allows each 

of the parties to appeal to the good nature of the other in times of crisis. These areas will be 

returned to in chapters 7 and 10. The OCR is therefore, 

"Embedded in social relations between trading partners who entertain a sense of 
mutual trust. Because of this underpinning, transactions take place without prior 
agreement on all the terms and conditions of sale. Even if the tasks and duties of 
each trading partner are negotiated, [and] agreed in a contract, there is an incentive 
to deviate from them, to do more than is expected by the partner. Such an incentive 
results from the expectation that the act of goodwill will lead to a similar response 
from the trading partner, and that in times of unforeseen crisis, one may call on the 
good nature of a trading partner to allow default in some way from the previously 

agreed terms of the contract" 
(Sako, 1992, p 10). . 

Le-Grand (1993) states that the transactions which occur within quasi-markets are very 

complex and multidimensional. They involve the provision of sophisticated services, rather 

than the simple economic concept of market provision. As a result of these complex, 

multidimensional and sophisticated services, any market which is devised could involve 

relatively high transaction costs. Transaction costs can further be divided into ex-ante and ex-

post exchange. 
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The ex-ante transaction costs occur when contracts are drafted during the negotiating stage 

when agreements are reached. 

"These tasks can be done with a great deal of care, specifying as many 
contingencies as possible and detailing all the appropriate reactions in 
each contingency for all the contracting parties, in which case the 
associated costs are likely to be high; or they can be done in an 
incomplete fashion in which case the costs will be low" 
(Le-Grand, 1993, p 257). 

Ex-post transaction costs are the costs involved in monitoring activity levels agreed within the 

contract. They would also include costs involved with haggling or other disputes arising from 

the use of contracts. 

"Ex-post costs are likely to be greater, the less care had been taken in 
drawing up the terms and conditions of the exchange in the first place. 
Hence high ex-post transactions costs may be associated with low ex-ante 
costs and vice-versa" 
(Le-Grand, 1993, p 257). 

Robinson and Le-Grand (1993) argue that there is no doubt that bounded rationality will apply 

to health services because of the very nature of healthcare, for example, it is very complex, 

and has much uncertainty attached to it. Opportunism, they continue, may be less clear. This 

could be due to the ethical and moral issues associated with the provision and delivery of 

healthcare services, and they assume that self interest and opportunism will not be evident. 

Le-Grand and Bartlett (1993) suggest that although not explicitly stating objectives, the 

reforms were attempting to address the issues of improvements in productive efficiency, 

service responsiveness, patient choice, and equity. With reference to these issues, 

Le-Grand and Bartlett determined that there were five criteria that a quaSi-market must exhibit 

if the above objectives were to be met. 
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These criteria were: 

• Market structure: the quasi-market on both the supply and demand side should be 

competitive. There needs to be many purchasers and many providers. The only real 

exception to this condition concerns a situation where a monopoly exists in one part of the 

market that it is impossible to break up. If so, it may be necessary to have a monopoly13 

on the other side in order to exercise countervailing power. The quasi-market must also 

satisfy the requirements of a contestable market, where barriers to entry and exit are not 

too high. 

• Information: both providers and purchasers need to have access to accurate and 

independent information. Providers need to have information mainly about their costs, and 

purchasers about the quality and costs of the services that they are buying. 

• Transaction costs and uncertainty: transaction costs, particularly those associatprj with 

uncertainty should be kept to a minimum. The transaction costs associated with market 

exchange should not be greater than the efficiency gains expected or produced by 

competition. 

• Motivation: providers need to be motivated, at least in part by financial considerations. 

Purchasers need to be motivated by their user interests. Le-Grand and Bartlett state that 

these two motivational factors could raise difficulties in the quasi-market context. On the 

provider side, there are non-profit providers whose motivation is unclear. Suppliers must be 

motivated at least in part by financial self interest to respond to price signals in the market. 

On the purchaser side, there are third parties who act on behalf of service users, for 

example, DHA's/GPFH's, and whose interests may not always be identical with the service 

users. Purchasers must be motivated by the needs and wishes of service users taking into 

13. This could be only one buyer, a monopsony, which would tie each purchaser and provider 
into a relationship where neither could benefit from exercising power. 
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account the agency relationship that exists between the consumers of health care, the 

patients, and the purchasers. 

• Cream-skimming: there should be no incentive for providers or purchasers to discriminate 

between users of services in favour of those who are least expensive. Equity will only be 

achieved if there are no incentives for cream skimming to occur. 

A Critique of the Transaction Cost Approach to Quasi-Markets 

The transaction cost approach to quasi-market analysis can be criticised on the grounds that it 

pays no attention to issues surrounding power, culture and ideology within organisations 

(Perrow 1981, Bauer and Cohen, 1983, Ferlie, 1992, Ferlie et ai, 1996). Granovetter (1985) 

argues that Williamson overstated the twin roles of governance and hierarchy in regulating 

transactions, and that trust, which is necessary for economic life, is built up through social 

networks. This is very similar to Sako's (1992) argument although expressed in a different 

way. Williamson developed his concepts based on an undersocialisation view of human 

behaviour. This created the illusion in which behaviour and institutions were not affected by 

social structure and relations. Production and consumption are allocated by competitive 

markets in which no producer or consumer influences supply, demand, or prices. Efficiency is 

over-emphasised at the expense of social and organisational power. Whereas text book 

economics operates with an atomised undersocialised conception of human action, for 

Granovetter economic transactions have to be viewed as occurring through the medium of 

social relationships which are embedded between firms. 

"The embeddedness argument stresses the role of personal relations and 
structures (or networks) of such relations in generating trust and discouraging 
malfeasance" 
(Granovetter, 1985, p 490). 

Granovetter then discussed the fact that such networks do not only operate at senior levels 

within organisations, but indeed occur and form anywhere transactions take place. 
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In a very interesting debate, examples of which will be illustrated in chapter 7, Granovetter 

argues that even if firms have a contractual relationship specifying particular guarantees, if 

there is a dispute very often the firms will resolve the issue without recourse to the contract. 

This is another factor of embedded ness resulting from social relations. Granovetter quotes 

Macauley (1963) as indicating that, 

"Even when the [organisations] have a detailed and carefully planned agreement 
which indicates what is to happen if the seller fails to deliver on time, often they 
will never refer to the agreement, but will negotiate a solution when the problem 
arises as if there never had been any original contract" 
(Macauley, 1963, p 61). 

In his further work, Granovetter (1992) reiterates the above, but views economic activity as 

involving the "mobilisation of resources for collective action" (1992, p6). Markets are 

constructed by people whose actions are both constrained and also facilitated by the market 

structure and resources available within their social network in which they are embedded . 

.. The locus of explanation moves away from tfle isolated individual {() a 
larger and more social frame of reference" 
(Granovetter, 1992, p 7). 

In response to criticism by academics such as Granovetter that the institutional approach to 

economics only dealt with two extremes, markets and hierarchies, Williamson (1991) formed a 

middle ground between his markets and hierarchies dichotomy which he termed a hybrid. This 

hybrid represented. 

"various forms of long-term contracting, reciprocal trading, regulation. 
franchising and the like" 
(Williamson, 1991, p 282). 
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Williamson developed a continuum with markets and hierarchies at either end. This dichotomy 

is illustrated in figure 9. 

Figure 9. Williamson's Three Generic Forms of Economic Organisation 

Markets Hierarchy 

1 
Hybrid 

I I ~ 
Sub-contracting Franchising Strategic alliances Joint Ventures 

In between this dichotomy he conceded that other structures could develop such as firm's 

sub-contracting work, franchising products to other firms, and forming strategic alliances and 

joint ventures. His rationale for this middle ground or hybrid was that both markets and 

hierarchies have deficiencies which would be better solved by the middle ground structures. 

"the hybrid mode is located between [the] market and [the] hierarchy with respect 
to incentives, adaptability and bureaucratic costs. As compared with the market, 
the hybrid sacrifices incentives in favor of superior coordination among the parts. 
As compared with the hierarchy, the hybrid sacrifices cooperativeness in favor of 
greater incentive intensity" 
(Williamson, 1991, p 283). 

This move to viewing markets as comprising social relationships will now be discussed in the 

next section. 

73 



Section Three: Relational Markets and Quasi-Markets 

Introduction 

The relational model of markets developed out of the concerns of marketeers (Ferlie, 1992). 

Ferlie argued that the conventional view of an active marketeer, a passive consumer and an 

atomistic market restricted the understanding of what actually occurred within markets. 

Economic markets assume that markets consist of individuals or single firms (see section 

one), but in reality markets tend to be dominated by a small number of large and complex 

firms who act in different ways. 

Relational markets have a number of implications. Corporate buyers could interact with 

corporate sellers unlike individual consumers. The relationship between companies could 

also display a complex history of adaptation, commitment, trust and conflict. Buyer-seller 

relationships are only one example of a set of relationships which could shape a market, as 

buyer-buyer and seller-seller relations may also be important. The interaction process is not 

seen solely as revolving around product exchange, but also includes important processes of 

social exchange, undertaken to reduce uncertainty and to build trust. The result may be a 

common value system which emphasises source loyalty. There is also a tendency to 'keep 

things in the family' so that buyers, once locked into a set of relationships, may be relatively 

weak in seeking new sources of supply (Op.Cit.). 

A relational market might therefore display a number of signs and symptoms which could 

include: a relatively small number of well established buyers and sellers locked into long-run 

contracts or repeat buying; buying decisions made on the basis of soft data such as trust, as 

well as hard data such as price, with the result that reputation is a key intangible asset on 

which providers trade (Ferlie et ai, 1996). 
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Social Embeddedness 

Economic transactions have to be viewed as much more socially embedded than in the 

atomistic market and transaction costs framework. The focal unit of analysis is less the 

transaction and more the social relationship. In relation to quasi-markets the key question 

concerns the long term effects of the introduction of contracting on patterns of organisational 

and interorganisational behaviour. The development of a 'relational contract' has its roots in 

the increased duration and complexity of contracts, particularly with respect to uncertain, 

complex, and recurrent exchanges. Ferlie et al state that 'spot' contracts are unlikely to offer 

an adequate means of structuring the transaction, but rather the contract becomes 

increasingly embedded in a social relationship with its own history and norms. 

-

"It is the existence of social relations, rather then governance structures or 
form of contracting, that ensure the interpersonal trust necessary for economic 
life. The transaction costs approach assumes that the natural state of man is 
opportunism rather than trust, and finds it difficult to model behaviour on trustworthy 
institutions, nor does it offer a convincing account of how markets evolve and 
operate" 
(Ferlie et ai, 1996, p 70). 

Institutional Embeddedness 

Markets might not only be socially embedded, but institutionally embedded. This will then 

move away from a micro-level analysis of social networks towards a more macro-level of 

economic institutions. This view has its roots in social network theory and is quite different 

from the literature which views institutions as forces in their own right independent of a 

person's motives and actions (Ferlie, 1992, Ferlie et ai, 1996). Firm's are driven to 

incorporate the practices and procedures defined by existing concepts of work, for example, 

'public services should be more business like'. Ferlie et al (1996) state that organisations who 

set themselves up in this way are more likely to increase their legitimacy, their income, and so 

their chances of survival. 
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New organisational forms arise not because of efficiency considerations, but 

"because of strong fads and fashions in organisational design and strong 
pressures to conform to centrally mandated templates. The State and the 
professions are seen as particularly important sources for structuring such 
organisational fields, especially in public sector settings which relate to 
powerful professions or which are entirely dependent on flows of state 
finance" 
(Ferlie et ai, 1996, p 73). 

The NHS Quasi-Market and Regulation 

The NHS quasi-market is a managed market. That is, purchasers were consciously and 

deliberately "creating", or not "creating" the market (Challis et ai, 1994). Decisions had to be 

made whether or not to support traditional providers, or how best to encourage new entrants 

into the field in shaping the market. Also purchasers were not the only agents who could 

shape the market. For example, the Conservative Government actively set the scene for 

healthcare provision in London through the Tomlinson Inquiry (1992). 

RequlCltion could include all attempts to structure the market, for example, determining the 

quantity and distribution of resources, as well as prices and standards (Propper, 1993, 1995). 

However, it could also be seen as a means to control standards of quality, either through 

control of new entrants to the market (registration), or through inspection and monitoring 

arrangements. The focus would not be on market control, but service control. Service 

control in the public sector has traditionally been through the direct managerial supervision of 

provider units within a hierarchical line of accountability. The purchaser/provider split has 

replaced this accountability. There is now no direct line of accountability between purchasers 

and providers. The new instrument of control or accountability is the contract. 

The forms which regulation take are specific to the nature of the market itself. The literature 

gives an account of why regulation has been introduced (Kay and Vickers, 1990, Propper, 

1993, 1995), but it does not explain which form it will take in specifiC markets. With reference 

to the NHS internal market, Challis et al (1994) proposed that the balance between reliance on 

contracts and on 
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regulation would depend on the balance of power between purchasers and providers. This 

would in turn depend on whether purchasers and providers were either diffuse or 

concentrated in a particular area. Figure 10 illustrates four possible market combinations that 

Challis et al suggested would emerge from a market. 

Figure 10. The Balance of Purchaser and Provider Power (Source: Challis et ai, 
1994). 

Providers 

Diffuse Concentrated 

Diffuse A B 

Pu rchasers 

Concentrated C o 

At point A, diffuse purchasers are dealing with diffuse providers. This is the concept of a 

competitive market. At point B diffuse purchasers are dealing with a concentration of 

providers, which is the case with the public utilities. At point C, concentrated purchasers are 

dealing with diffuse providers. At point D, concentrated purchasers are dealing with 

concentrated providers. Challis et ai's proposition was that as purchasers and providers 

moved from point S through to point D, the reliance on regulation would be reduced. At point 

S, where diffuse purchasers face a concentration of providers, Challis et al state that there 

has been an assumption that regulation would be needed to prevent abuse of monopoly 

power and information asymmetries. The transaction costs involved for purchasers in 

negotiating and drawing up contracts would be very high. At point C, where there is a mix of 
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concentrated purchasers and diffuse providers, there may well be a mixture of regulation and 

contracts. 

Purchasers would be in a strong position when it came to contract negotiation, but there may 

be expensive transaction costs due to purchasers negotiating with many providers, and 

purchasers may have problems in ensuring that quality standards are met. Challis et at argued 

that in cases such as this, some form of regulation may be needed as a means of reducing 

transaction costs. At point D, both the purchasers and providers are concentrated. This 

would indicate that contracts would be better as a control mechanism, rather than regulation. 

This is because transaction costs are reduced as the number of contracts fall. The NHS 

internal market, argue Challis et ai, would fit into point D in the box. In such circumstances the 

use of contracts would be the ideal method for contrOlling standards as there would be no 

need for a regulatory body. However, at the time of the research, quasi-markets were still 

relatively new in the NHS, and as such were still evolving. There are specific problems with 

the internal market which were related to the market itself, and at the time of the research, to 

the continued development of GP-FundHolding14. 

14. At the time of the research, GPFH was continuing to expand, although the new Labour 
Government elected in 1997 was set to abolish GPFH. This analysis is therefore operating as 
if GPFH would continue. 

78 



The NHS market in some geographical areas there may be concentrated purchasers and 

concentrated providers. This will mean that there will be very little competition. On the other 

hand in large conurbations there may be diverse purchasers and diverse providers, so 

competition could be greater. DHA's in England have merged, and in some cases formed 

large purchasing consortia, and healthcare provision was via large provider units. The NHS 

market was also changing quickly though. If we use Scotland as an example, since April 

1996, all hospitals were NHST's or were part of NHST's, and GPFH's were beginning increase 

in numbers. These two developments may mean that the NHS market could look either like 

point S, or A in the future. A purchaser who is dealing with only one provider will have lower 

transaction costs than when contracting with many. Challis et al point out that as the quasi­

market develops, so will the need to have some form of regulatory body. However the form 

this regulation would take was unclear. 

GP-FundHolding: If GP FundHolding had developed in the manner the Conservative 

Government intended, the NHS would fall into point S, with concentrated providers dealing 

with diffuse purchasers. This would vary with geography, as some areas may have many 

GPFH's, whilst other may have very few. There may be diffuse providers with a competitive 

market, but GPFH's could merge to form consortia or Multi-Funds so pooling their purchasing 

power. If this occurred, and there is evidence to suggest that this was happening (Glennerster 

et ai, 1994), then the situation may well move to point C. 

To conclude our consideration of this third strand of the literature emerging relating to the 

development and operation of a quasi-market in healthcare, we note four central propositions: 

the market should be seen in relational terms; the quasi-market will continue to be SOCially and 

institutionally embedded; market regulation was imposed by the Government via "centrally 

mandated templates" and; the balance between market regulation and the use of contracts 

may depend upon the balance of power between purchaser and provider. 
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Section Four: The NHS Market - Some Empirical Evidence 

Introduction 

This section will examine some of the emerging literature which has attempted to analyse the 

evidence on the operation of the NHS quasi-market and shed some light on the theoretical 

issues discussed in Sections 1-3. This section will examine three case studies in relation to 

the literature. These case studies offer examples of the NHS quasi-market operating in 

different parts of the UK. As such they provide an indication of the way the NHS quasi-market 

may operate in the West of Scotland where the research for the thesis was carried out. 

Case Study No 1 

Walker and Craig (1994) conducted a study of NHS purchasing in the Tyneside area of 

North England. The aim of the research was to identify the actions DHA's must take to 

achieve their full potential as purchasers. Although concentrating on the purchasing role of 

purchasers, Tyneside was chosen because it fitted the competitive model of economic theory 

of many competitors and purchasers. There were three teaching hospitals and three general 

hospitals very close together in the City of Newcastle. There were also further District 

General Hospitals (DGH's) within a twenty mile radius of Newcastle. Contracts could 

therefore be placed with anyone of a number of providers implying the necessary conditions 

for competition were present. 

Walker and Craig discovered that patterns of service change which could be attributed to the 

operation of the internal market were very difficult to find. In common with other Cities, a 

major review of acute services had taken place, and in the case of Newcastle there had been 

a recommendation to close one of the City's acute hospitals. 

80 



The rationale for this closure was due not to market forces, but rather the loss of the 

purchaser's funding of £11 M, over a three year period as a result of a move by the 

Government to capitation funding 15. More closures were expected to be recommended, again 

because of funding problems, rather than competition. The absence of an internal market they 

found was the result of a number of factors which included; the absence of provider 

competition; poor information for purchasing decisions and; the absence of contractual 

obligations. 

The absence of provider competition: although there were a large number of providers in the 

Newcastle area, several factors limited the development of a competitive environment. There 

was a legacy of 'old-style' strategic planning from the 1980's. Clinical specialties were 

'rationalised' onto a single site, the examples of obstetrics and AlE were cited. Other factors 

such as the need to achieve national targets were found, for example, the reduction in junior 

hospital doctors hours. These targets would be easier to meet if services were centralised on 

one site. However, this centralisation of services applied to Newcastle alone, not the DGH's 

outside the city, so competition from the DGH's may still have been possible. Unfortunately 

this was undermined by the unwillingness of patients to travel outside their immediate area. 

There was also the reluctance of GP's, FundHolders and non-Fund Holders, to switch their 

referrals patterns to often new and unknown providers, which would disrupt their long-term 

relationships with existing providers. 

Poor information for purchasing decisions: all markets operate with limited or imperfect 

information, but the internal market in Newcastle was described by Walker and Craig as 

suffering from "paralysis as a result". Measurements of quality of patient care within providers 

was poor, and even when information was available, it could be inaccurate. This had been the 

cause of a number of disagreements between both purchasers and providers. Cost data was 

either unavailable, or if available, was very crude and difficult to interpret. 
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The absence of contractual obligations: the contracts between purchasers and providers were 

not legally binding, and both relied on trust. However, different perspectives were evident. 

Providers were congratulating themselves on exceeding contractual targets, viewing this as 

evidence of good performance and as a result were expecting to be rewarded by their 

purchasers. The purchasers on the other hand saw their providers seeking payment for work 

loads that had not been agreed. This had resulted in additional revenue from purchasers 

being made available to "bailout" providers, which appeared contrary to the intentions of the 

internal market. 

To conclude this case study, Walker and Craig argued that, although there were aspects of 

the internal market at Newcastle that were local to the area, there were a number of issues 

which would continue to hamper the development of an internal market within the NHS. The 

Key issue for them was the annual contracting cycle where purchasers and providers agreed 

upon the next years activity levels. Reliance on competition was based perhaps more on faith 

than on reality, with the issue of contestability and the development of long-term relationships 

being more important than competition. 

"Theories of firms and markets raise doubts about the ability of a 
healthcare market to achieve its goals, but these must now be 
turned into practical contributions to management strategies" 
(Walker and Craig, 1994, p11). 

15 Funding based on the population within each DHA. 
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Case Study No 2 

Ranade's (1994) research involved a survey of managers of both OHA's as purchasers and 

NHST's as acute providers within four OHA's in England between 1990 and 1993. The OHA's 

comprised: an urban non-teaching (A); a semi-rural non-teaching (B): a rural non-teaching (C); 

and an urban teaching (0). These OHA's were chosen because they represented different 

contexts for the implementation of the NHS reforms, and in particular demonstrated three key 

areas of complexity, competition, and choice. 

The variables associated with complexity were teaching and non-teaching status, the number 

and site of acute hospitals, and the range of specialties available. These factors all affected 

the range and complexity of relationships, both internally and externally, as well as work loads 

associated with the NHS reforms. As an example, a third of DHA B's residents were treated 

across OHA boundaries in over 30 provider units. This increased the complexity and the 

potential costs of contracting far more than in OHA C, where over 90% of in-patients were 

treated in the local OGH. Competition for providers and choice for purchasers were assessed 

by the geographical location of specialties and the number of competing units (see table 12). 

Table 12. Key feature of the Case Study OHA's. 

Type OistrictA OHAB OHAC OHAD 
Urban, Non Semi-rural, Rural, Non- Urban, 
Teaching Non-teaching teaching teaching 

Budget 1990-91 £81 £56.4 £34 £110 i 

(million) 
Population 309,000 313,800 I 157,000 180,000 
Provider Units Three Three Two Three 
Regional Ten 

, 
None None Numerous 

Specialties 
% of own 85% 93% <90% 

\':{ 17% 
business from 
own OHA 
Budget Slight eve High +ve Slight eve High eve 
gainer/loser 
under capitation It funding , " - _ t ~ .. 

83 



Ranade's main research questions addressed the kind of market that was developing in these 

Districts: what was the nature of the relationships between the purchasers and providers?; 

were there any market imperfections and; if so how were they being addressed? 

The Districts 

DHA A: was highly optimistic concerning opportunities for expansion and increased market 

share. This was based on its entrepreneurial track record, spare capacity and efficient units. It 

had already considerable expertise in contracting with other DHA's for earmarked budgets 

from national waiting list initiatives, and felt it had a head start on its competitors in areas such 

as clinical management, costing, and the rationalisation of facilities. 

DHA B: felt totally unthreatened. It provided a very wide range of clinical services. It did 

however, have a new community based hospital on the border of its area, and had to fund 

50% of the build costs for the hospital. As a result, DHA B had attempted to attract patients 

from other DHA's and indeed were confident that they could do so. In the main however, the 

ambitions of the DHA and its NHST managers, were not to increase their share of the market, 

but rather to make relatively modest service improvements. 

DHA C: was pessimistic in relation to the NHS reforms. Its NHST managers did see some 

opportunity to market their services more effectively, but the DHA managers were bleak about 

the NHST's prospects. The DHA managers assumed local GP's would refer patients to other 

DHA's. Significantly, there was only one hospital in the DHA, and it had a monopoly position 

serving a large rural area. 

DHA 0: was a DHA which faced intense competition, relatively high unit costs and the 

likelihood of fewer cost boundary referrals from purchasers who wanted to develop local 

services in the districts. The DHA's main NHST had a large number of regional and supra­

regional specialties serving over 120 DHA's, and had a small resident population which 

accounted for only 17% of its business. Some of the regional specialties were particularly 

vulnerable, but the NHST managers were reasonably confident that the hospitals reputation 

would enable them to compete successfully. 
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Ranade attempted to answer her research questions using Le-Grand and Bartlett's criteria of 

market contestability, information availability and quality, transaction costs, and the motivation 

of both purchasers and providers. 

Market contestability. Ranade found that the scope for competition was limited in three of the 

DHA's, and purchasers preferred to concentrate on improving services for residents within the 

context of maintaining local services. Nevertheless, there was evidence that towards the end 

of 1992 that purchaser perceptions of choice had begun to widen, particularly on the border of 

their District areas. Competition was being used at the margins, and providers had begun to 

experiment with more cost-effective methods of service provision. On the demand side, the 

DHA was virtually a monopoly purchaser in three DHA's, with fewer than two GPFH by 1992, 

the fourth DHA had six GPFH's. 

Information: It became clear that both purchasers and providers were still experiencing a 

series of deficiencies in the quality, accuracy and timeliness of information. Providers were 

still unable to cost and price their clinical activities correctly. Purchaser's knowledge 

concerning the health needs of their local populations, comparative costs and quality between 

providers was still too poor to enable them to purchase efficiently. However, in three DHA's 

activity and financial information was becoming available because of the NHS reforms. 

Transaction costs: block contracts were the commonest form of contracts used by purchasers 

in the research. Quoting Le-Grand and Bartlett (1993), there were lower ex-ante transaction 

costs, but higher ex-post costs using block contracts. Some of the DHA's had attempted to 

reduce the transaction costs, but this had not been successful, particularly in relation to 

contract monitoring. Some progress had been made in designing cost-sharing agreements 

with providers to handle future uncertainty over activity levels and agree the risk sharing. 
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Motivation: providers needed to be sufficiently financially motivated to respond to market 

incentives for efficiency. Ranade did not imply the need for providers to be profit-maximisers, 

but it did mean the providers believed that they were responsible for their own financial fate. 

There was evidence that providers felt insulated from market pressures by their own 

purchasers, and as a result were less likely to change their behaviour. The reality of the 

purchaser/provider split and the degree to which DHA's had developed their role as 

purchasers was also as important as the presence or absence of competition in helping to 

bring about changes in attitudes of both managers and clinicians in the provider units. 

To conclude this case study, Ranade's opinion of the behaviour in the quasi-market in relation 

to her research area could only be partly explained by economic theory and that other factors 

were responsible for the way the quasi-market had developed in her Districts. On the 

purchasing side Ranade found little evidence in all four DHA's that managers were reacting to 

the stimulus of supply side competition in the way the NHS reforms envisaged, even when 

choices were available. Instead, competition was seen as being "irrelevant" to their own local 

situation, or they aspired to protect their own providers, with competition used only at the 

margins of activity. A relational market was developing perhaps due to problems associated 

with imperfect information, contractual risk and uncertainty. There were also relationships that 

had been fostered for many years and which would not be dismantled by the 1990 NHS 

reforms. 

"An eclectic mixture of environmental, organisational, cultural and political 
factors have to be given due importance. In particular a 'relational market' 
may be a predictable response to problems of monopoly, asymmetry of 
information, uncertainty and purchaser concern for quality, but it also reflects 
an 'embeddedness' of the NHS quaSi-market in complex networks of existing 
social relations" 
(Ranade, 1994, p 260). 
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Case Study No 3 

Ferlie et al (1996) conducted research within one English DHA. The focus of their analysis 

was based on local interorganisational change as it evolved over time between 1991 and 

1993. The research illustrated the difference between economic markets and quasi-markets. 

The DHA under study was located in a semi-rural area. It had undergone a number of 

reorganisations in the early 1980's and 1990's. This had led to a merger with two 

neighbouring DHA's in early 1993. The DHA had been attempting to rationalise and redevelop 

its acute sector facilities onto one site, and this process had been continued when its only 

acute unit became an NHST. This of course meant that the NHST was the only NHST in the 

District. The senior management of the old DHA had continued on to the newly established 

Purchasing Authority. The old DHA had been progressively removing contracts from London 

hospitals in an attempt to develop local services. 

The pattern in the old DHA was for every major town, roughly 20 miles apart, to have their 

own DGH, so there was little natural competition for general services. The acute NHST in the 

study was part of a local hospital group and was ideally placed to benefit from the movement 

of contracts from London to the District. The main NHST site was being redeveloped to move 

services from around the District to the central site. This had been long-term, however, 

previously it had been tied up with Regional Health Authority (RHA) development money, and 

there had been difficulties in securing funding. The application for NHST status was an 

attempt to move away from central capital building programmes such as this, and to have a 

degree of freedom to develop services, rather than the perceived benefits of a market. The 

acute NHST senior management, like the new Purchasing Authority were all of long-standing 

service and had moved from the acute unit to NHST. 
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The early expectations of the autonomy of the NHST had not been fully realised. The 

Regional Health Authority was still monitoring the finances of the NHST. The 

purchaser/provider split and the move to an internal market was again controlled or 'managed' 

by the Region in so far that the move should be 'steady state' and should spring no surprises. 

Contracting was to be based on the previous years activity levels. The Purchasing Authority 

was the main purchaser of the NHST's services in its local market area, and there had been 

no desire to switch contracts. In effect a local monopoly and monopsony existed, however, 

the local market was beginning to develop in 1993, mainly due to increasing numbers of 

GPFH's. 

The relationship between the Purchasing Authority and its NHST was described by Ferlie et al 

as 'negotiative'. The contractual risk was spread between both parties. There were also 

many areas where the interests of both purchaser and provider coincided, for example, the 

continued transfer of work from London hospitals. Networks, such as clinical networks, 

continued to form between purchaser and provider. However, it could also not be seen as 

fully co-operative. The NHST very quickly built up its own identity based on its autonomy 

agenda. The historical link between the old DHA and 'its' hospital was eroded as the new 

Purchasing Authority developed. Continuous negotiations were evident in relation to 

contracting, and both the Purch~sing Authority and NHST went to arbitration with the RHA 

concerning contract disputes for two consecutive years. 

To conclude this case study, Ferlie et al found that the pace of change in this local healthcare 

market was slow. It remained a very much inward facing and regulated market and as such 

was institutionally embedded. Few alternative providers had moved into the District, or its 

surrounding area. Competitive forces remained relatively marginal, and there had been few 

major changes to services. Contracting, for example, was based on rather crude block 

contracts, rather than on more sophisticated cost-per-case or cost per-volume contracts. 

Senior managers had also remained in similar positions in both the old DistricUnew 
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Purchasing Authority and old acute unitlNHST and the market as a result became socially 

embedded. The relationships between the purchaser and provider was based on trust, 

reputation, and co-operation, and as such the market was relational. However, there were the 

first signs that the pace of market development in the DHA was beginning to accelerate with 

the relaxation of the 'steady state', the expansion of GPFH's, and the easing of regulations 

concerning private capital. Ferlie et al also found that there was little evidence of effective 

price competition, and the quasi-market was heavily influenced by its local context and what 

Ferlie et al called 'higher tiers' of regulation from the government. 

The conclusions to be drawn from this section is that the quasi-market developing within the 

UK NHS displayed a number of features: 

• There was a high degree of regulation from the Government; 

• Market information to allow purchasers to make decisions was very unreliable and of poor 

quality; 

• There was very little competition developing between NHST's as providers; 

• A relational market was developing rather than a competitive market which may have 

been as a result of the problems associated with poor information and uncertainty and; 

• This market developed as a result of social relationships and "understandings" between 

purchasers and providers and as such should be viewed as socially embedded. 
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Conclusions 

This chapter has described the origins of the NHS healthcare market from the mid 1980's up 

until 1996. It was believed that the introduction of a market into the NHS would provide a 

range of benefits to reduce inefficiency within the NHS. The benefits included improved 

quality, increased efficiency, better choice, more responsiveness, and equity. 

The early debate concerning the application of market principles to the NHS was originally 

based on standard economic theory. Behaviour in a market was built upon a mixture of 

information concerning product price, quality, and incentives, rather than then being 

determined by strategic choice, government and professional regulation. A major weakness 

of this approach is that it failed to address the question of how decisions were made within 

organisations. It directs attention to firm efficiency and market structure, rather than internal 

organisation, nor how markets evolve through time. This was followed by a transaction cost 

approach to the understanding of the NHS market which asked the question whether it was 

more efficient for a firm's transactions to be carried out using a market, or be internalised 

within the firm. This would depend on whether transactions were highly specific, which if they 

were would tend to advocate internalisation. This approach can be criticised because it views 

efficiency at the expense of social or organisational power, and assumes that firms operate 

opportunistically, rather then building trust and long term relationships. The current theoretical 

analysis relating to the development and operation of the quasi-market has introduced a 

sociological approach to markets based on the relationships developing between purchasers 

and providers. This approach views the NHS market as a relational market. There are a few 

powerful purchasers who form relationships with a few powerful providers. The NHS market 

therefore could be described as socially and institutionally embedded. The empirical 

evidence suggested that a market in healthcare within the NHS was beginning to emerge, but 

that the use of the term may have been misleading. The market does not and may not ever 

resemble a private sector market, although this probably was not the intention of the 

government. 
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Having completed a literature review of markets, competition and healthcare, we provide in 

the next chapter a selected literature review of strategic management which will form the basis 

for the analysis of the strategic behaviour of NHST's operating within the West of Scotland 

NHS in chapter 8 and 9. 
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Chapter 4: Strategy and Strategic Management 

Introduction 

This chapter will provide a selected literature review of strategy and strategic management. 

The chapter is arranged in four sections. Section one outlines the origins of strategy, strategy 

as a process, and the development of strategic management. Section two examines two 

competing models of strategic analysis that have been developed in the last twenty years. 

The first model is the positioning approach associated with the work of Porter (1980, 1985) 

which analyses a firm's external environment. The second approach has developed from an 

interest in the role of a firm's resources as the basis for developing strategy (Wernerfelt, 1984, 

Barney, 1986, Connor, 1991) and analyses an organisation's internal environment. Section 

three will discuss frameworks upon which firm's can analyse and choose strategic options to 

either further or maintain their existing products. Section 4 will discuss strategy, 

organisational culture and the effect of the control a firm's senior managers have upon their 

operating divisions as strategic business units (SBU's). 
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Section One: The Development of Strategic Management 

Introduction 

Strategy has its origins with the ancient Greeks and Romans, and indeed the Greeks provided 

the term itself. It has connotations with the military and only began to develop within 

commercial organisations in the 1930's and 1940's (Bracker, 1980). It has now developed into 

an academic discipline and area of study for both practising managers and academics alike 

(Hart, 1992). 

The Concept of Strategy 

There are a number of approaches to the concept of strategy. Some are based upon the 

realisation of plans and objectives, some upon a series of patterns, and yet others based upon 

economic approaches to strategy. A selected review of the main literature is given below, and 

it can be seen that in many cases although there are distinct differences, there are also many 

similarities. 

Ansoff (1965) argued that strategy provided the rules by which the present and future 

performance of an organisation can be measured. Rumelt (1974) viewed strategy as a series 

of objectives, policies and plans that when combined gave a firm or organisation its purpose, 

and indicated how it would survive and succeed in its particular industry. The particular 

plans, policies and objectives of an organisation express its strategy for interacting with an 

ever-changing complex environment. Andrews (1980) viewed strategy as the patterns of 

decisions within a firm, which determined objectives, goals, purposes, and produced a plan to 

enable the firm to reach its objectives. Andrews also discussed focusing a firm's resources 

into distinctive competencies, which then could be converted into competitive advantage. 
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Mintzberg and Quinn (1988) continued on this theme, but introduced what for them were five 

important areas associated with strategy. These areas were plan, ploy, pattern, position, and 

perspective. Johnson and Scholes (1993) have argued that organisational strategy is based 

upon setting the direction and scope of an organisation over a period of time, while matching 

its resource base to its environment and markets and meeting stakeholder expectations. 

Economic approaches to strategy are based on the notion of rent seeking. For Bowman 

(1974), strategy was the continuing search for rent. Rent itself can have many meanings. 

Tollison (1982) defined rent as the return in excess of a resource owner's opportunity cost or 

above normal returns16. Economic rent can also be used to describe what strategy aims to do 

and can perhaps be best understood as the extra price that a firm can charge because of 

some special attribute that it has in relation to other firms. As a result, this special attribute 

gives the firm a sustainable competitive advantage over its rivals. 

Strategy as a Process 

Having examined a selected review of the literature, which described the origins of strategy, 

the next step is to consider the 'how' of strategy, the strategy process. The question then 

becomes in what way does strategy develop within organisations? De-Witt and Meyer (1998) 

have described this process as, 

"The manner in which strategies come about. How is strategy made, analysed, 
dreamt up, formulated, implemented, changed, and controlled. Who is involved 

and when do the necessary activities take place". 
(de-Witt and Meyer, 1998, p3). 

There has, over the years, developed a debate or what can be better described as a dispute 

in relation to strategy as a process, with particular reference to the way strategy develops 

within a firm. This discourse falls into two camps, the design school and the 

crafting/incrementalist school. 
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More recent authors have also begun to consider strategy in social terms building upon an 

organisations past, culture, use of power, and the political nature of organisational life. These 

approaches will now be considered. 

The Design School 

The design school approach to the strategy process argues that strategy develops using a 

small number of concepts that design strategy and has been associated with the Harvard 

Business School in the early 1960's. This process viewed strategy as one of design so 

achieving a fit between a firm's external threats and opportunities, and the internal distinctive 

competencies of the firm (Chandler, 1962, Ansoff, 1965, Andrews, 1980). The process 

involves clear thought by a firm's senior managers, especially its Chief Executive. The 

strategies produced should be unique and explicit to the firm. This typically followed a three 

stage process of strategic analysis followed by choice, and then implementation. 

The Crafting/Incremental Approach 

However, Mintzberg (with Waters 1985, 1987) argues that strategy formation is more likely to 

result from the complex political processes of negotiation, bargaining and certainly 

compromise that occurs within organisations, rather than being in the domain of a single 

person or group of senior managers. Instead of being deliberate, strategy emerges from 

organisations rather than being formulated from deliberate strategies (Op Cit.). Such 

deviations occur for a number of reasons. The organisation's Chief Executive and senior 

managers will never have the necessary information to develop a fully intended strategy, nor 

do they have full control of their organisations, and no matter the organisation, strategy 

formation is never simply the preserve of the Chief Executive and senior managers, but is a 

reflection of all levels within the firm. 

16 Rents can also be described as earning in excess of what a firm needs to break-even. 
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For Mintzberg, the problem of separating the formulation of strategy from its implementation 

prevents organisational learning. Formulation and implementation have to go hand in hand, 

with the organisation's strategy constantly being revised and updated with experience. 

Strategy thus, according to Mintzberg, is crafted, rather then pre-planned. Crafting strategy 

involves the skills, dedication, experience, and commitment of everyone within an 

organisation. As a result, the formulation and implementation of strategy merge into a learning. 

process through which strategies emerge. Figure 11 illustrates this process. 

Figure 11. Mintzberg's Emergent Strategy (Source Mlntzberg and Walters: 1985). 
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Emergent 
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All strategies take place within a context, and as such are subject to its influence to a lesser or 

greater extent. For Mintzberg, the route (deliberate) between an intended (explicit and implicit 

intentions) and realised (actual) strategy is portrayed as the 'normal' route which may be 

disrupted by either internal or external environmental influences. Some strategies are not 

realised, while other strategies emerge from the learning process. 

Strategy as a Series of Increments 

Quinn (1980) also criticised the design school model of strategy formation and development. 

Quinn developed the concept of logical incrementalism, which viewed strategy as having two 

elements, goal orientation and process orientation. Strategy develops in increments or 

phases (the goals) building on previous increments. Analysis and action (the process) are a 

series of successive steps, but ideas often develop in the behaviour of the organisation. 
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Quinn recognised that firms are political bodies and consist of people pursuing their own 

objectives and who experience their own learning processes. However, Quinn argued that 

politics and power within organisations can be both productive and destructive. Constructive 

dialogue and common objectives can turn into a destructive process because of hidden 

personal agendas and mental models. Quinn continued to state that it is not sufficiently 

recognised within strategic management that strategy implementation problems occur 

because organisational policy is seldom neutral, and always contains elements of power, 

politics, and constant negotiation. 

Strategy as a Social Process 

Building on the work of both Mintzberg and Quinn, a number of authors have began to argue 

that strategy -processes has emphasised an 'either/or' dichotomy suggesting that strategic 

decisions fall into the rational or incremental school (Lindblom, 1959), or the formulation and 

implementation school (Andrews, 1971, Porter, 1980). This, it is argued, is a mistaken split. 

Johnson (1988, 1990, with Hodgkinson, 1994) considered that strategy as a process should 

be seen as the 'product' of the political, social, cognitive and cultural fabric of an organisation, 

rather than as the result of rational analysis, choice, and implementation. Schendel (1992) 

concluded that the distinction between the content of strategy (formulation), and the process 

of strategy (implementation) was fuelled by a conceptualising of strategy as a process 

involving organisation and decision making which as a result separated the process side of 

strategy from the content side. Developments in the content side of strategy, Schendel 

continued, in particular resource-based approaches (see later) have highlighted this 

weakness. Schendel argued that managers within firms have an ability to use resources to 

gain competitive advantage over rivals, this ability also being a 'unique' resource. This has 

led to a recognition that strategy content and process designed by a firms managers needed 

an approach which did not separate content from process. 
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Strategy process research has thus been limited by the omission of the actions of managers 

and others as people, and the relationships between them. 

Pettig rew (1977, 1992) also argued that strategy development within organisations should be 

seen in terms of a process. Therefore in relation to strategy process research, the what 

(content) and the how (process) are best regarded as inseparate. Pettigrew (1992) agreed 

with Mintzberg that the context an organisation finds itself operating within has a strong 

bearing on its strategic development. Organisational context has two aspects associated with 

it, inner and outer. The outer context refers to the economic, social, political, competitive, and 

sectoral environments in which the organisation is located. The inner context refers to 

organisational structure, culture (see later), politics, and power distribution within the 

organisation. The context thus shapes particular features of strategic processes and strategic 

content. Strategy as a process is therefore embedded in the particular context of an 

organisations and as a result can only be studied as such. Pettigrew also argued that strategy 

processes have to be seen not only in relation to context, but also though the actions of 

people. Strategic management should be seen as consisting of a multilevel series of 

activities and processes. 

"Context is not just a stimulus environment but a nested arrangement of 
structures and processes where the subjective interpretations of actors 
perceiving, learning, and remembering help shape process. Strategy 
processes are both constrained by features of context such as tradition, 
and also shape contexts by preserving or altering technological strategies 
or corporate culture" 
(Pettigrew, 1992, p10). 

Pettigrew concluded by indicating that the performance of an organisation should be linked to 

a higher level of analysis including sector specific changes, the national political context, and 

lower levels of analysis such as the culture, history and politics of an organisation. Different 

strategic processes will also be evident depending on the level of analysis, intra-firm, inter-

firm, or sector. De-Witt and Meyer (1998) take this debate a step further and indicate that 
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context in effect determines both strategy processes and content and embed des these two 

areas in an organisations environment. 

Eden (1992) continued on Pettigrew's theme suggesting that the strategy development 

process within firms will be more effective if seen as a predominately social, rather than as a 

planned analytical process. Organisational decision making occurs within a framework that 

Eden called a 'negotiated order', and this included strategic development and action. The 

strategy process therefore is a framework the meaning of which is negotiated, given a 

particular form, and is open to revision via problem solving within organisations. This will 

include issues associated with negotiation, bargaining, actions, and capabilities. 

Schoemaker_(1993) added to the notion of context and highlighted the unpredictable nature of 

strategic processes. Organisational environments in particular are so complex that, 

"Each decision context becomes its own reality with limited consistency across 
situations and goals" 
(Schoemaker, 1993, p 110). 

In this way the particular context an organisation finds itself in becomes the driving force for 

strategic decisions, rather than any formal planning. Organisations are also unpredictable 

because of their complexity. Strategic decisions as a result are pushed and pulled between 

context and top down planning, with the balance shifting due to circumstance, time, control, 

and goal alignment. The contextualist view therefore promotes a planning model that is more 

experiential, learning based, and is process orientated. It therefore focuses upon managing 

contexts and creating conditions from which strategic decisions are arrived at without direct 

planning. 

Hart and Banbury (1994) continued on the theme that strategic decisions tended to be 

distinguished between the formulation and implementation schools. Returning to the 

resource-based approach to strategy, these authors suggested it may be more appropriate to 

consider an organisation as possessing different combinations of strategic resources which 
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then form capabilities (see later). There are many different process 'skills' needed to develop 

strategy making 'capability'. A firm which can develop such capabilities may therefore 

outperform less process-orientated rival firms. 

Hart and Banbury considered that strategic decision making consists of a process which 

involves the whole organisation and advocate taking a 'systems' view of strategy making 

which focuses on the interrelationships between the organisation's senior managers and its 

employees. By focusing on these interrelationships, Hart and Banbury identified five 

processes or 'modes' of strategy decision making. These were command, symbolic, rational, 

translative, and generative. Each process or mode reflected the pattern of interaction 

between the roles of managers and employees and also represented a key resource or skill 

available to tne organisation. 

These processes or modes in effect reflected the nature of the strategic management process 

within the organisations. They concluded that the more firms were able to develop 

competencies in 'multiple modes' of the strategic management process, the higher their 

performance. Multiple modes consisted of incremental, directive, participative, contrOlling, and 

empowering relationships. The strategy processes were complex and reached deep into the 

organisations involving many people. The implication for managers is that to be successful, 

strategy processes must provide a strong sense of strategic direction and everyone within the 

organisation must contribute in some way to the strategic management process. 

This sub-section has highlighted a number of issues associated with the development of 

strategy within organisations. What can be drawn from the discussion is that strategy 

development is often not based upon rational planning and analysiS to meet organisational 

objectives, but is the result of political compromises between competing groups, culture 

differences, other social factors such as the use of power, and environmental regulatory 

constraints and is embedded within particular contexts that organisations find themselves in. 
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Understanding strategic management is therefore about understanding that organisations 

have diverse frames of reference, and that these frames of reference have to be reconciled 

both within and between organisations to enable strategy to be developed and implemented. 

The Development of Strategic Management 

The introduction of strategic planning emerged in the 1950's and 1960's (Grinyer, 1971). Many 

companies had expanded and needed some method of ensuring that they met their objectives 

(Op Cit.). The main focus and problems for these companies was the control process and co­

ordinating decisions to be made among their various divisions. This was first achieved using a 

financial budgeting process which was based on an annual activity. This was superseded in 

the 1960's by an emphasis on longer-term planning which would give conSistency with the 

control and co-ordination process. Ansoff (1965) has stated that the planning process was 

suited to the post WW II period of rapid growth and stability that allowed companies to expand 

and develop. Bazzaz and Grinyer (1981) in their study of corporate planning suggested that 

planning in the UK developed later than it did in North America. Long-term planning consisting 

of five to eight year strategic plans were developed which allowed companies to improve their 

efficiency through economies of scale and scope, engage in mass marketing schemes, and to 

invest in technology for the future. The main method for companies to grow was through 

diversification. During the 1970's portfolio planning developed as the model to complement 

strategic planning that large diversified firms could use for determining strategies and 

allocating resources to their divisions (Ansoff, 1977). 

With strategic planning there was a need to determine an organisation's long-range 

objectives, provide appropriate procedures for developing and evaluating alternative 

strategies, and finally evaluate the results of the strategic plans. This was achieved by 

attempting to ensure the commitment of managers who would have to implement the plans. 

This was usually shown diagrammatically and there are a number of variants. Armstrong 

(1982) has indicated that strategic planning tended to follow a number of stages. 
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This included the specifying of objectives, the generation of strategies, the evaluation of 

strategies, and finally a method to monitor the results of strategies. These stages could all be 

linked via a joining loop which provided a means to alter one of the stages if necessary. 

Planning Under Attack 

However, by the mid to late 1970's formal strategic planning was beginning to come under 

pressure from a variety of sources. The economic crisis of 1974, which led to much instability 

in the economies of Western Europe and North America, led to strategic planning showing its 

weakness for operating in mainly stable environments where the future could be predicted 

with some accuracy. Competition was also beginning to come from the international arena 

which again threatened the stability and long term survival of many companies. Many 

companies were forced to abandon their five to eight year strategic plans for more flexible 

approaches to strategic management (Mintzberg, 1994). Strategic planning tended also to be 

undertaken by an organisation's strategic planning department who had sole responsibility for 

the development of strategy. Line managers would simply implement these plans. This led to 

the disillusionment with the strategiC planning model, and strategy formation then became 

devolved to the managers who in the past were mainly responsible for the implementation of 

strategic plans. However, strategiC planning continues to be used by many organisations 

including those in the public sector (Bunning, 1992). 

Scenario Planning 

From strategiC planning developed scenario planning. First developed by Kahn and Wiener 

(1967), this tool has been continually refined over the years (Wack, 1965). Whereas formal 

strategic planning tended to focus upon a distinct approach or view of the world, scenario 

planning on the other hand offered managers the chance to examine a number of options that 

might unfold in the future and thus avoid some of the pitfalls associated with formal strategic 

planning (Op Cit.). Chandler and Locke (1982) give a very precise description of scenario 

planning techniques open to managers and state that scenario planning in effect attempts to 
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stimulate external pressures that a firm may face. It gives managers a test-bed for their ideas 

within a 'safe' environment. 

Van der Heijden (1996) has indicated that scenario planning distinguished itself from strategic 

planning through its explicit approach towards ambiguity and uncertainty in relation to strategy 

development. Scenarios were used to test strategy proposals in an attempt to improve upon 

them and stretched the organisational vision beyond areas that were traditionally seen by 

managers as relevant. In effect scenario planning examined an organisation's strategy from a 

number of multiple futures, which were used to create an adaptive organisation which 

recognised change and uncertainty. This was then used this to advantage to see things that 

might have invisible using traditional strategic planning. The move now was away from the 

ability of firms to diversify and plan in terms of new products and markets, to one where 

competitiveness was more important. Strategic management now was in favour, rather than 

strategic planning. 

The Move to Strategic Management 

Strategy began to be described in terms of the fit between an organisations resources and its 

external environment (Porter, 1980). In this wayan organisation could develop a competitive 

advantage over its rivals. Strategy could now be managed, and in a number of ways. 

StrategiC Planning tended to be very prescriptive and inflexible. More flexibility was seen as 

being needed in a firm's environment. From the mid 1970's onwards, there was increased 

awareness of the analysis of a firm's external competitive environment. This was associated 

with the work of Porter who developed a framework for analysing industry structure and a 

firms profitability. In tandem with the environmental and competitive advantage models, the 

1980's also saw the re-emergence of analyses which focused on a firm's internal environment. 

A firms competitive advantage was now seen not so much as depending on the external world 

and postioning within a market place, but on the exploitation of resources that a firm 

possessed which were unique to that firm (Wernerfelt, 1984, 1986, Barney, 1986). StrategiC 

planning had evolved into strategic management. 
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Section Two: Strategic Management Frameworks 

Introduction 

This section will examine the two main models of strategic management that have developed 

in the period 1980 - 1994. The first model takes a market or product based approach to 

strategy. This model essentially analyses a firm's industry structure to assess its profit or rent 

earning potential based on entry and exit barriers. The second model views strategy from the 

perspective of a firm's resources and capabilities which give it a competitive advantage over 

its rivals. These two approaches constitute part of what has become known as the content 

side of strate_gy, and is the product of the process of strategy (de-Witt and Meyer, 1998). The 

content side of strategy is concerned with the 'what' of strategy. What strategies that an 

organisation eventually pursues, and is usually the result of some form of analysis and option 

appraisal exercise. Content will also be discussed in section three with specific attention to 

strategic options 

The Market, Environmental or Positional Model of strategy 

The emphasis on the external environment began in the late 1970's and early 1980's. 

In this period, most developments in strategic management focused upon the industry 

environment of the firm and its competitive positioning in relation to rival firms. Porter (1980) 

has been the main architect of this approach to strategy. It has its roots in industrial 

economics and focuses on the industry a firm operates within. This approach encourages 

managers to develop their firm's resources and then match these resources with market or 

industry opportunities. Central to the concept is the structural forces which operate within a 

firm's environment, and how these forces influence the performance of the firm. All firms 

operate within a particular industry and are in competition with each other. An industry 

comprises groups of firms that produce similar products or services for the same market. 
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This competition is dependent upon five forces. These five forces consist of: 

• Buyers and suppliers who all have differing degrees of buying and supplying power; 

• Potential entrants who seek to increase their market share of the particular industry; 

• Substitute products/services which can perform the same function as the products/services 

of the industry and; 

• Existing industry competitors. 

The objective of a firm is to manoeuvre itself into a position that will enable it to defend itself 

against these five forces. Porter relates competitive strategy to his industry structure analysis. 

By identifying the forces, which have an effect on a particular industry, firms will then be able 

to determine their strengths and weaknesses. Porter argued as a result of this analYSis, that 

the firm could then take defensive or offensive action that would enable it to combat the five 

forces. The firm could then position itself to ensure that its own capabilities give it the best 

defence against the competitive forces. Having described the forces that will shape an 

industry, Porter then identified generic competitive strategies a firm could use to combat these 

five forces, while at the same time outperforming rival firms. These generic strategies will be 

discussed in more detail in section three. 
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The Resource-based Approach and Strategy 

The resource-based approach to strategy is an emerging framework that has developed in 

recent years to complement the positional approach to strategy and includes an appraisal of 

an firm's competencies and resources (Mahoney and Pandian, 1992). The resource-based 

approach to strategy in this sub-section will be examined from three pOints of view. The first 

will be what has become known as the classical resource approach to business strategy. The 

second and third approaches are additional contributions to the classical approach by 

Prahalad and Hamel (1990), and Kay (1993) respectively. These two latter contributions can 

also offer a framework which can be used to identify specific resources and capabilities and 

will be returned to in chapters 8 and 9. 

The origins of the resource-based approach to strategy lies with the work of Penrose (1959). 

Penrose saw a firm containing two key elements, administration and a collection of what she 

called 'productive resources' or firm capabilities. The firm then organised these resources 

together with resources from its outside environment to produce goods anc1 services at a 

profit. Penrose contrasted 'entrepreneurial services', which she said could be provided by any 

employee of the firm, and 'managerial services' which she considered as the implementation 

of ideas generated from the entrepreneurial services. Services, entrepreneurial or managerial, 

are the contribution which resources make to the operation of the firm. Capabilities are 

created over time and can be dependent on the history of the use of resources in what 

Penrose suggested was a complex and path dependent process. Path dependent 

capabilities, which are capabilities that a firm accumulates over time due to history and 

opportunities, provide the foundations for the firm's strategic architecture17. Firm innovation 

is also very closely related to the nature of existing resources. It is therefore the resources of 

the firm which will limit the choice of markets that it will enter. 

17. Strategic architecture in this sense are ways in which a firm deploys its resources and 
capabilities. 
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To return to the concept of strategy discussed in section one, Penrose argued that if a firm 

expands into activities which can give it a competitive advantage over firms in the same 

industry, it will have an advantage which will most likely lead to the potential to generate 

economic rent. This idea of a firm consisting of a bundle of resources which could be used to 

gain competitive advantage was not taken up again for several years, although both Andrews 

(1980), Porter (1980,1985), Mintzberg and Quinn (1988) all have discussed the use of a firm's 

resources to confer some form of competitive advantage. 

A historical review of strategy research indicates that viewing a firm from a resource-based 

approach has been central to the field (Connor, 1991). Rumelt (1984) argued that, 

"The strategy concept is that a firm's competitive position is defined by a bundle 
of unique resources and relationships and that the task of management is to 

adjust and renew these resources and relationships as time, competition, and 
change erode their value" 
(Rumelt 1984, p 557). 

It was during the 1980's and early 1990's that the resource-based approach developed further 

and indeed complemented the existing positional approach. Influential contributions have 

come from a number of scholars including, Wernerfelt (1984), Barney (1986,1991), Dierickx 

and Cool (1989), Amit and Schoemaker (1991), and Peteraf (1993). 

An interesting aspect to the resource-based approach to strategy is that it attempts to 

combine the often dichotomous schools of strategy making, the rational vs. incremental or 

formulation vs. implementation schools (see section 1). This is also related to strategy as a 

process. Strategic processes have already been discussed in section 1, so will not merit 

further attention here. However, the resource-based approach does indicate that a 

competitive advantage based upon a single resource or skill is easier to identify than a 

competitive advantage that involves multiple resources grouped into competencies. Strategic 

processes based upon the development of a complex pattern of co-ordination between many 

actors and diverse resources may be more difficult to understand and imitate that strategic 

processes that depend on the exploitation of a single resource (Grant, 1991). 
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Developing this argument further, Dierickx and Cool (1989) have argued that the imitability of 

an organisations capability is related to the process through which the resource is acquired. 

Firms that are able to accumulate resources and capabilities which are complex in relation to 

their strategy may also be more successful at sustaining competitive advantage than firms 

whose resources and capabilities are less well developed (Barney, 1991). 

What are Resources? 

Barney (1991) described resources as all the assets, capabilities, information and knowledge 

that are controlled by a firm which then able it to implement strategies that improve its 

efficiency and effectiveness. Grant (1991) made the distinction between resources and 

capabilities. Resources are inputs into the production process and include capital equipment, 

skills of employees, patents, brand names, finance, and so on. However, on their own, few 

resources are productive. Productive activity requires the co-operation and co-ordination of 

teams of resources which then form a capability. A capability is the capacity for a group or 

team of resources to perform some task or activity. While resources are the source of a firm's 

capabilities, for Grant, capabilities are the main source of its competitive advantage. Hall 

(1992) discussed resources which are tangible and intangible. Tangible resources include 

intellectual property rights of patents, copyright, contracts, and reputation. Intangible 

resources are both assets and skills. Skills include employee know-how, and organisational 

culture. 

Wernerfelt (1984), was one of the very first authors to develop the resource-based approach 

to strategy. Wernerfelt attempted to examine a firm from the perspective of its resources 

rather than via products with reference to strategic options. He used Porter's "five forces" 

model for analysis. Although this model was designed for analysing products, markets and 

industries, he was interested in the circumstances that a resource would lead to rent 

generation and concluded that examining firms in terms of their resources would lead to 
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different insights than the traditional producUmarket perspective. These were similar to 

Porter's entry barriers, but Barney called them resource barriers. 

Barney (1991) identified four areas that he considered that managers needed to address in 

relation to a firm's resources that underlie sustainable competitive advantage. 

• The question of value: resources can only be a source of competitive advantage when 

they are valuable thus allowing a firm to develop and/or implement strategies that improve 

its efficiency and effectiveness. Providing an organisation's resources are imperfectly 

mobile, un imitable and non-substitutable, other firms will not be able to copy its strategy; 

• The question of rareness: Barney discusses the question of how rare a valuable 

resource must be in order to have the potential to generate a rent. Barney argues that if a 

firm's valuable resources are unique among a set of competing firms, the resource will 

generate a rent; 

• The question of imitability: valuable and rare organisational resources can only be 

sources of competitive advantage if firm's that do not have these resources cannot obtain 

or imitate them and; 

• The question of organisation: a firm has to be organised to exploit its resources and 

capabilities. This organisation can include a firms' structures, management control 

procedures, and systems. 

Core Competency 

Prahalad and Hamel (1990) popularised the idea of firm resources but introduced the notion 

of "core competencies". For Prahalad and Hamel, 

"Core competencies are the collective learning in the organisation, especially 
how to co-ordinate diverse production skills and integrate multiple streams of 
technologies. They are the glue that binds existing businesses. They are also 
the engines for new business development" 
(Prahalad and Hamel, 1990, p 82). 
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A core competence is a bundle of skills and technologies that enables an organisation to 

provide a particular benefit to customers, not just the actual product or service. 

Core competencies are not product specific, nor are they a single discrete skill or technology. 

They are the sum of learning across individual skills sets and individual organisational units 

Prahalad and Hamel have argued that in the future many firms will be increasingly dependent 

on expert or knowledge workers for competitive advantage. Strategy in this respect involves 

building on internal core competencies, not just simply positioning the organisation in 

response to market signals. Key competencies are not traded on the market, but have to be 

built up within the organisation. What is important is the build up of core competencies based 

on both tangible and intangible assets such as learning levels, the attitude to experimentation, 

the ability to manage change, and levels of knowledge. By acquiring such competencies 

organisations will increase their profitability. 

Core competencies are multidisciplinary crossings of all an organisations busilless units, and 

at all levels within the organisation from top to bottom. Core competencies are also the skills 

of employees within a company's SBU's. These skills have to be focused on the organisation 

as a whole, and not simply kept within a particular business unit. Peoples efforts must be 

recognised within the organisation, not simply within particular departments. Core 

competencies are present within organisations and do not disappear over time or lose their 

value in the way fixed assets do. In fact core competencies can be enhanced over time as 

they are used. Organisations can also assist themselves in developing core competencies by 

joint ventures with other companies. In this way core competencies can be developed quickly 

and at considerably less cost than if developed alone. 
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Core competencies are present within every organisation. For Prahalad and Hamel, core 

competencies can be identified using three tests. 

• A core competence provides potential access to a wide variety of markets; 

• A core competence should make a significant contribution to what the final end user or 

customer wishes to get from a product or service and; 

• A core competence should be difficult for competitors to imitate. 

Distinctive Capability 

Kay (1993) described the concept of an organisation's 'distinctive capability' and added value 

as a means to gauge corporate success. A distinctive capability is "some feature of its 

relationships which other firms lack and cannot reproduce" (p 64). An organisation's 

distinctive capability has three primary areas associated with it, architecture, reputation, and 

innovation. Added value is simply the difference between the value of a firm's outputs and the 

costs of the firm's inputs. 

Architecture: This is a network of relational contracts within or around the firm. Firms may 

establish these relationships with; employees (internal architecture), suppliers or customers 

(external architecture), or among a group of firms engaged in related activities (networks). 

The value of architecture rests on the capacity of organisations to create organisational 

knowledge and routines which can respond flexibly to changing circumstances. 

Reputation: Kay indicates that reputation is the most important commercial mechanism for 

conveying information to customers. Reputation, though, is not equally important in all 

markets. Customers find out about product characteristics and qualities in many ways. 

Reputation is the market's mechanism of dealing with areas of product quality which 

customers cannot easily monitor for themselves. 
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Innovation: Kay argues that what appear to be the rewards of innovation are often really the 

product of a firm's architecture. Some firms have established an architecture which stimulates 

the continuous process of innovation. Other firm's have created an architecture which 

enables them to implement innovation particularly effectively. The process of innovation often 

involves complex interactions between firms. However, managing innovation is both costly 

and risky. New products may fail because there is no demand, or insufficient demand. Firm 

specific innovation normally rests on the local application of generally available knowledge or 

technology. 

The issue of appropriability18 is fundamental. The central characteristic of a distinctive 

capability is that it cannot be easily be replicated. A fundamental weakness of innovation as a 

source of competitive advantage is that it can be easily replicated. The result is that the 

innovator may be exposed to the costs of innovation and the risks of development and 

introduction, only to see competitors share or dominate the fruits of success. 

The most effective way of turning innovation to competitive advantage is generally to deploy it 

in conjunction with another distinctive capability. Kay gave the examples of Innovation and 

reputation and innovation and architecture as potent combinations. It is firms with another 

distinctive capability which are generally best placed to derive competitive advantage from 

innovation. 

Strategic Assets 

Kay also discusses the fact the some competitive advantages are based not on the distinctive 

capabilities of firms, but on their dominance or market position. These are the strategic assets 

of the firms concerned. There are three main types of strategic assets: 

• Some companies may benefit from natural monopoly. They are established in a market 

that will accommodate no more than one firm; 
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• In other markets incumbent firms have already incurred many of the costs of supply, but 

entrants have not. In these, the cost structure of firms may give them a competitive 

advantage and; 

• Firms can benefit from market restrictions which are the product of licensing and 

regulation. 

Kay discusses that firm's which benefit from strategic assets are generally engaged in 

activities where government regulation is an important influence on business behaviour. 

Sometimes government can create or reinforce strategic assets. The establishment and 

exploitation of strategic assets can also be restricted by regulatory and anti monopoly policies. 

Distinctive capabilities enable firms to produce at lower cost than their competitors, or to 

enhance the value of their products in ways which put them ahead of their rivals. Distinctive 

capabilities are therefore the product of the organisation or the firm itself, its architecture, its 

reputation, or its success in innovation. 

18 Appropriability for Kay is the ability of an organisation to realise the benefits of its distinctive 
capabilities itself, rather than its competitors, suppliers, or customers. 
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Section Three: Strategic management: Options and Styles 

Introduction 

Section 1 indicated that the strategy process within a firm include the three stages of analysis, 

choice and implementation. This section will provide an overview of some of the strategic 

management choices that are available to managers when they have conducted the analysis 

stage of the strategy process. This area also comes under the heading of strategic content 

and was described in more detail in section two. 

Strategic Options 

There are a number of strategic options that are available for managers to use within their 

organisations. Section 2 discussed that Porter (1980) identified three generic strategic options 

that a firm could pursue. These options were: 

• Cost leadership: which emphasises producing a standardised product at the lowest unit 

cost in the industry for buyers who are price sensitive; 

• Differentiation: where a firm produces products which are considered 'unique' industry­

wide and are offered to buyers who are less price sensitive and; 

• Focus: firms offer products, which fulfil the needs of particular buyers within a segment, 

group, or market of a specific industry. 

Ansoff (1977) provided a framework which has become known as the Ansoff Box or matrix. 

This box allows opportunities to be highlighted and analysed which can then lead to the 

development of strategic options. These strategic options include; withdrawal; consolidation; 

market penetration; product development; market development; and diversification. All of 

these options depend on the particular circumstances that an organisation may find itself in, 
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and more importantly the environment, both internal and external that the organisation 

operates within. These options will now be briefly discussed. 

Withdrawal: firm's may use this strategy if the market that they are operating within is in 

decline and they wish to exit to reduce their losses, or if their profits are falling; 

Consolidation: this is essentially a change in the way that an organisation operates, while its 

markets, services and products remain the same; 

Market Penetration: firm's attempt to increase their market share through improving the 

quality of their products, improving their productivity, or increasing their marketing activity; 

Market Development: while maintaining their existing product range, firms' can aim to 

develop new markets for their existing products and capitalise on their production expertise. 

This can be achieved by extending into new geographical areas or devising new uses for their 

products; 

Product Development: firm's can decide to develop new products using their existing skills 

and knowledge while at the same time exploiting their marketing strengths; 

Diversification: diversification occurs when a firm moves away from its existing products or 

market areas. It can either be related where the organisation's existing products and services 

remain the same, or unrelated where an organisation develops a product or service which 

have no direct relationship to the industry or market in which it is operating; 

Internal Development (organic growth): some organisations can expand their existing 

production and distribution facilities or decide to develop new products internally as a means 

to gain the skills and knowledge which will enable them to compete successfully in their 

market(s); 

Mergers and Acquisitions: mergers tend to be undertaken by firms which want to come 

together for mutually beneficial reasons such as reducing costs through economies of scale 

in management overheads. A greater mass of services can also create a stable and secure 

source of supply and demand within individual organisational departments which insulates 

them against competitive forces. 
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Joint Development and Strategic Alliances: an alternative approach to mergers that a firm 

can take is to develop joint ventures and strategic alliances with other organisations. Craven 

et al (1993) focused upon the four areas of environmental turbulence, diversity, skill and 

resource gaps in relation to strategic alliances and joint ventures. They identified that 

strategic alliances between firms are likely to occur in situations where there are high levels of 

environmental diversity, turbulence, and where there are skills and resource shortages 

between firms. Joint ventures were seen to be driven more by environmental turbulence and. 

diversity when firm's did not have major gaps in particular skills or resources to deliver 

services in the market place. 

There are a number of benefits of joint ventures and strategic alliances (Waters et ai, 1994). 

Where there is a high degree of competition and fast moving environments there is often little 

scope to create new services from scratch because of the high set up costs involved. Joint 

ventures and strategic alliances therefore have the benefit of allowing organisations the 

flexibility to move in and out of particular markets or services within the same area, and also to 

add value to existing areas of operation through closer links with other organisations. 

Organisations can also benefit because and still have ownership and control of themselves, 

and in some cases joint ventures and strategic alliances can provide useful experiments to 

future merger. 
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Section Four: Strategy, Culture and Control 

I ntrod uction 

Each of the approaches discussed in section 3 outlining strategic options has focused on the 

primary directions that a firm could pursue in their search for competitive advantage over 

rivals. Approaches to strategy can also be characterised by the particular style of 

management adopted by a firm's managers as they adapt to their environments. From this 

perspective, a firm's managers can be viewed as having distinctive management styles which 

can be differentiated according to the degree of control given to their operating divisions. One 

such typology has been developed by Goold and Campbell (1987) which in their later work 

developed into the corporate parenting typology (Goold et ai, 1994). However, before 

discussing corporate parenting, organisational culture and strategy will be discussed. 

Organisational Culture and Strategy 

Organisational culture is an elusive concept which is perhaps better experienced when people 

are part of an organisation, rather than observed from outside the organisation. Culture is 

made more meaningful by experience. Culture influences every aspect of the work 

environment, how people feel about what they do, how they carryout their jobs, and why some 

things are important or unimportant. Organisational culture is the pattern of beliefs, 

assumptions and values shared by an organisation's members. 
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Organisational culture has three important characteristics (Duncan et ai, 1995): 

• It is learned, often by experience. People who work in an organisation over time accept its 

expectations and the way the organisation organises its activities; 

• It is shared. Shared understandings and meaning are important because they help an 

organisation's members in understanding the way work is to be carried out and; 

• It is both objective and subjective. Objective culture is the rituals and ceremonies that are 

carried out by the employees of an organisation. Subjective characteristics are the beliefs 

and values of an organisation's employees. 

Culture is als_o important in determining the capabilities of an organisation, can be supportive 

of efforts to improve performance, or indeed can resist changes to the accepted way of doing 

things. Kanter (1989) has emphasised the need for a synergy between organisational 

strategy and culture if organisations are to compete successfully. In this way strategy will be 

influenced by organisational culture. Johnston (1987, 1988) discussed a number of cultural 

factors that have an influence on an organisation's strategic development. These factors can 

either be external such as the prevailing political climate in the public sector, or internal such 

as the values and beliefs within the organisation. This culture Johnson referred to the 

organisational paradigm, and he introduced the concept of a cultural web which supported the 

paradigm. The cultural web consisted of six elements: 

• Stories: which helped to legitimise certain types of behaviour; 

• Routines and rituals: the methods by which organisational strategies were carried out; 

• Symbols: important when undergoing strategic change; 

• Organisational structure: enabled successful implementation of strategy; 

• Control systems: which rewarded/punished certain types of behaviour and; 

• Power structures: key factors in culture and could have a strong influence on strategy. 
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The Corporate Parenting Typology 

Goold and Campbell (1987), and with Alexander (1994) determined that different management 

styles were appropriate to different types of businesses and different types of corporate 

management. They gave particular attention to two distinct corporate management functions, 

the involvement of corporate head office in business strategy formation, and the type of 

control exercised by the head office. Goold et al called these two functions corporate 

parenting, and the corporate parent was the 'corporate' hierarchy of managers, functions and 

services outside an organisation's SBU's. The types of control identified by Goold et al were 

strategic control, strategic planning and financial control. Goold et al then introduced the 

concept of the corporate parents 19 adding value to their organisations. Value is created if an 

organisation's purposes and priorities are furthered, or if business opportunities were provided 

to SBU's. Value was also created if the corporate parents influenced the businesses they 

own, what Goold et al called parenting advantage. Value can also be destroyed, for example, 

deciding on inappropriate strategies, or too much control being eXt:rci5~d over SBU's. 

How Parents Created Value 

Goold et al argued that parents created value in four main ways; by stand-alone influence; by 

linkage; through functional and service influence; and via corporate development activities. 

• Stand-alone-influence: this was concerned with the parents influence on the strategies 

and performance of each SBU. The range of issues depended on the degree of what 

Goold et al call the decentralisation contract20 between the parent and their SBU's; 

• By linkage: parents could enhance value through linkages with their SBU's. This was 

achieved through the corporate decision making processes and firm structures, policies, 

guidelines, and through personal pressure; 

19 Now abbreviated to parents. 
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• Through functional and service influence: the main responsibility for exercising parental 

influence lay with the organisation's Chief Executive and other senior managers. 

However, the parent also contains a range of corporate staff functions and services and; 

• Through corporate developmental activities: these created value by altering the portfolio of 

the SBU's or could re-define new SBU's by merger. 

The Strategic Management Parenting Styles 

• Strategic Planning: parents were closely involved with their SBU's in the formulation of their 

business plans. Parents provided a clear overall sense of direction within which their 

SBU's developed their strategies and took the lead on selected corporate development 

initiatives: Goold et al modified this style of parenting to that of a controller. In the 

controlling role, the parent had little involvement with the each SBU, except to set targets 

and monitor their achievements. 

• Strategic Control: planning was decentralised to the parent's SBU's, but the parents 

retained a role in measuring and assessing their SBU plans. SBU's were expected to take 

responsibility for developing strategies, plans, and proposals in a 'bottom-up' manner. 

Goold et al modified this parenting style to that of a coach. In the role of the coach, the 

parents encouraged each SBU to develop to their full potential through drawing upon 

capabilities within their SBU's. 

• Financial Control: parents were strongly committed to the decentralisation of planning to 

their SBU's. They structured their SBU's as stand-alone units with as much autonomy as 

possible, and with full responsibility for formulating their own strategies and business plans. 

The parents primary roles were to insist that aU decisions were 'owned' by the SBU's, and 

that proposals met agreed financial criteria. Goold et al modified this style of parenting into 

an orchestrating role. Parents in the role of orchestrator co-ordinate their SBU's and 

ensure that resources are shared with all their SBU's. 

20. The decentralisation contract between the parent and SBU defines the issues on which 
the parent provides control and influence, and those that it devolves to the SBU. 
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Conclusions 

This chapter has reviewed some of the literature surrounding the origins and conceptualisation 

of strategy. This can essentially be divided into two main areas, strategic processes (how 

strategy is arrived at), and the content of strategy (what strategies an organisation pursues). 

Section one indicated that strategic processes inform the different ways strategy is developed 

and the potential influences upon strategic decisions within organisations. Section two and 

three indicated the types of strategic decisions that an organisation can take which are often 

the products of its strategy processes. Strategy has also a context which determines both the 

process and content of an organisation's strategy and indeed locates an organisation in a 

specific environment. 

The thesis will examine the extent to which NHS managers were beginning to act strategically 

within the NHS internal market that was developing in the West of Scotland. In chapters eight 

to eleven, reference will be made to these managers and their NHST's exhibiting strategic 

behaviour. For the purpose of the thesis a definition of strategic behaviour will now be offered 

which seeks to articulate this chapter to the actions of the managers and their NHST's that will 

be reported and discussed in chapters 8-11. Strategic behaviour, in the present context, is 

thus the range of strategic decisions than an NHST and its managers are pursuing within 

particular resources constraints: these decisions are arrived at by the interactions and 

influences of individuals and groups through a process, and which takes place within a context 

specific to the particular NHST. This definition has a number of characteristics associated 

with it. It is likely that NHST's facing similar decisions will respond differently. Strategic 

decisions will also be complex and could be based upon an often uncertain and changing 

environment. This broad definition, and its associated characteristics, will be used when 

considering the different approaches to strategic management used by the NHST case 

studies (see later). Revisiting chapters one to three, it is clear that the NHS is subject to 

political influence and direction deriving from ~ number of powerful stakeholder groups, and 

operates in an ever changing and uncertain environment. The NHS market is also likely to be 
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relational and as such developing and enacting strategies may be based upon developing a 

myriad and network of inter and intra organisational relationships and arrangements. 

These factors collectively could imply that the strategic processes and eventual content of 

NHST strategies will be influenced by these new relationships. These issues will be explored 

in chapters eight to ten. 

Following from the discussion of corporate parenting, the NHST's used in the research (see 

chapter 6) act as parents with regard to their clinical specialties. These clinical specialties are 

arranged in groups within hospitals called Clinical Directorates. Chapter 5 will now examine 

the origins, development, and management arrangements of Clinical Directorates in the UK 

NHS. 

Meanwhile we note a number of summary points: 

• Strategy has connotations with the military and only began to develop within commercial 

organisations in the 1930's and 1940's; 

• Strategic planning emerged in the 1950's and 1960's as a means to assist firms in dealing 

with increased size and complexity. Strategic planning evolved into strategic management 

because of a number of failings of strategic planning; 

• There has been an ongoing debate within the literature concerning strategy making as a 

process. This has led to a dichotomy between the formulation side of strategy, and the 

implementation; 

• Strategy development is never a simple process, is often dependent upon the relationships 

between an organisation's stakeholders, and revolve around factors associated with 

history, culture, politics, and the use of power; 

• There are two main strategic management frameworks, the market/positional approach 

and the resource-based approach; 
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• There are a number of strategic options that a firm can pursue to improve or maintain its 

competitive advantage over rival firms and; 

• In the later chapters on competition and strategic behaviour, we will have occasion to refer 

to the relevance of these various debates as they have influenced NHST decision-taking. 
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Chapter 5: Clinical Directorates in the UK NHS 

Introduction 

Chapter 1 indicated that the 1990 NHS Reforms provided the opportunity for managers of 

NHST's to begin to develop strategic behaviour. Chapter 4 provided an overview of strategy, 

strategic management, and types of strategic behaviour. This behaviour can develop at two 

levels within NHST's. The first level is with the senior managers of the individual NHST's, and 

the second level is with the clinical specialties within the NHST's arranged as Clinical 

Directorates.-This chapter will examine the development of Clinical Directorates within the UK 

NHS. Clinical Directorates are grouping of clinical specialties such as surgery, medicine, and 

support specialties such as laboratory and imaging. Their origins and development requires a 

better understanding hence the rationale for this chapter 

The chapter consists of four sections. Section one provides a historical review of the origins 

of clinical management and management decentralisation within hospitals. Section two 

discusses the introduction of Clinical Directorates into the NHS. Section three examines in 

more detail the Clinical Directorate as a model of clinical management. Finally section four 

concludes with a critique of the Clinical Directorate model. 
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Section 1: The Origins of the Clinical Directorate 

Introduction 

The origins of the Clinical Directorate model of clinical management lies with the Johns 

Hopkins (JH) hospital based at Baltimore in the USA. Since 1974, the JH hospital had been 

operating a clinical management system (Disken et ai, 1990). The JH hospital during 1974-75 

was faced with severe financial problems, due in part to the escalating costs of healthcare in 

the USA (Hirst et ai, 1995). The JH in response to this financial problem, and to increase the 

accountability of doctors, introduced a decentralised management system (Heyssel et ai, 

1984). This system required extensive financial and management information than had 

previously been the case, and for the first time involved doctors in management decisions. 

Prior to this the doctors at JH had very little involvement in budget preparation and had limited 

accountability for the financial performance of the hospital. The organisation of the hospital 

was ci:an;;2d to a system of clin:c3! management. Each of the clinical specialties h3d an 

apPointed head, a doctor, known as a Functional Unit Director (FUD). This is illustrated in 

figure 12. 

The JH hospital changed organisational form and became in effect a holding company for a 

series of smaller units or "specialty" hospitals, the Functional Units. Decisions were now 

made at the level of the FUD, rather than with the hospitals central administration. There were 

regular meetings between the central administration of the hospital, and the FUD's which 

enabled a broader understanding of hospital wide policy, as well as providing a forum for 

discussion with the doctors and managers of the hospital. Each of the Functional Units was 

led by a doctor, who in turn was supported by an administrator and nurse manager. All three 

formed a management team, and were accountable for all direct costs associated with the 

operation of the Functional Unit. Each Functional Unit operated within the general policies of 

the hospital in relation to strategiC objectives and goals (Op Cit.). 
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Heyssel et al (1984) identified two important factors that allowed the system to be successful: 

• Financial Devolution - before 1972, 80% of the hospital's costs were allocated to its 

departments by its central administration. By 1983 the pattern had changed, and the 

Functional Units directly controlled over 50% of their own budget. 

• Management - the key factor essential to the successful implementation of the system was 

the willingness of the hospital's administration to delegate decision making to the FUD's 

who had the support in turn of their own administrator and nurse manager. Another major 

component of management success was the introduction of a hospital wide financial and 

management information system designed to support the decentralisation of decision 

making. 

Figure 12. The Johns Hopkins Model of Decentralised Management (Source: 
Heyssel. 1984). 
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Good communication between the hospital's senior managers, and the Functional Units was 

also important to the systems success. The JH now had a highly structured planning, 

budgeting and monitoring process. The Function Units prepared a business plan for the 

following year and bids for development resources to improve or expand existing services. 

The Functional Units also had to prepare a five year business plan. There were regular 

accountability reviews to measure how well each Functional Unit was performing according to 

its yearly business plan, together with corporate meetings with all the FUO's to discuss JH 

wide issues/policies. 

The transfer of responsibility accompanied by the authority to make decisions was paramount 

to the success of the system. The JH hospital management were willing to allow the 

Functional Units to have responsibility and authority, while acknowledging the fact that the 

FUO's were doctors first. and managers second. The idea was to allow the FUO's to develop 

and improve their management skills, since many of them were already managing specific 

areas of their work. This led to a redefining of the role of the JH hospital management. It now 

focused more on strategy, policy development, and monitoring the performance of the 

Functional Units, rather than on the operational management of the hospital departments 

through direct line reporting (Heyssel et ai, 1984). The FUO's at JH still had a substantial 

clinical role, and the managerial aspect was undertaken on a part-time basis, supported by an 

accountant or business manager who provided the day to day operational management of the 

unit. The original concept was that each clinical specialty would be managed as a separate 

clinical unit. However, this ran into problems because it became apparent that it was 

inefficient to have numerous FUO's and the hospital divided into tiny units and large numbers 

of autonomous budget holding doctors and some of the smaller functional units were merged 

(Hirst, 1995). 
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Section 2: The Introduction of Clinical Directorates into the 
NHS 

Introduction 

Within the NHS, the traditional model of hospital management was for consultants to relate on 

an individual basis to hospital general managers via their hospital medical representative 

groups who provided a collective view of priorities which were then passed onto general 

managers (Buxton et ai, 1989). In larger hospitals Medical Executive Committees (MEC's) 

could elect a smaller executive group having some collective responsibility for medical 

performance and activity. A Unit Management Board (UMB) existed to bring together service 

providers from the MEC, nursing and paramedical groups, together with managers, from 

finance, personnel and so on, to discuss the management of the hospital. These group's 

often did not work well with one another (Rea, 1995). Both doctors and managers worked in 

isolation from each other and followed different obJectives, and the doctors were not directly 

involved with the allocation and control of resources. Decision making could also be time 

consuming as decisions had to go through several committees who were some distance from 

the actual patient. 

The introduction of Clinical Directorates into the UK NHS has been associated with Guy's 

hospital in London. Guy's and other hospitals will be discussed later. However, it was the 

RMI discussed in chapter 1 and the 1990 NHS reforms which saw the widespread adoption of 

a model of management decentralisation within hospitals in the NHS, particularly in the acute 

sector. This typically involved the development of sub-unit21 organisations which divided a 

unit into a number of multidisciplinary groupings according to the their work outputs 

(Packwood et ai, 1991). These groups replaced the traditional models of unit organisation 

21 In this instance unit is taken to imply an NHS hospital. 
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discussed above based upon single disciplinary hierarchies which often were a reflection of 

professional interests. 

To re-cap on chapter 1, the RMI was an attempt by the Department of Health22 (DoH) to make 

health service provision more cost-effective by enabling service providers, mainly hospital 

consultants, to relate their activities to costs. As a result, the RMI pilot sites began to develop 

clinical management structures as a way of organising themselves to meet the RMI objectives. 

These objectives were: 

• To improve the quality of care given to patients; 

• To allow the involvement in management by service providers, particularly clinicians; 

• To provide improved information and; 

• To allow for stronger control of resources. 

The NHS Review carried out in 1988 argued that both patient and staff satisfaction could only 

be improved by re-organising the NHS so that it would become more competitive and cost 

effective. By 1989 an RMI unit had been setup within the Department of Health to help focus 

RM development in all NHS acute hospitals (Buxton et ai, 1989). Buxton et al continued to 

state that RM at this time took on a new impetus which included for the first time the 

involvement of clinicians, nurses and managers in both strategic and operational decisions 

within hospitals. This specific inclusion of strategic matters was an important feature in the 

later development of RM and reflected the increasing recognition by clinical staff more 

experienced in management that they needed to be involved, not only at the operational levels 

of management, but at the strategic level. 

This argument was continued in the White Paper 'Working for Patients' (HMSO, 1989). The 

purchaser-provider split and the introduction of the quasi-market and competition were two 

methods that were seen as improving the NHS. Working for Patients also introduced methods 

22 . Prior to 1990 the Department of Health and Social Security (DHSS). 
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to improve the management of the NHS. Management was strengthened in its relationship 

with health care professionals by an emphasis on managing clinical activity. Health care 

professionals were also encouraged, particularly clinicians, and in some cases forced to 

manage their activity through clinical audit. Packwood et al (1991) have indicated that some 

form of sub-unit organisation predated the RMI, but no particular organisational structure was 

defined as a prerequisite form beyond that which could easily involve service providers in the 

management process. Further, it was never intended or expected by the DHSS that 

implementation of the RM process would require, or result in, a standard pattern of hospital 

organisation. Local structures would be free to evolve to meet the requirements of the RM 

process as it unfolded (Op.Cit.). 

At least two of the RMI pilot sites (see chapter 1) had set up sub-organisational structures 

before the RMI began in 1986, so SUb-unit organisation did not arise solely because of RM. 

This has been illustrated by Scrivens (1988) who conducted a survey of NHS District General 

Managers in England, with particular reference to Clinical Directorates. Two of the quotes 

were as follows, 

"The main organisational mechanism for corporate management at clinical 
level will be the Clinical Directorates, i.e. firms or specialties will be combined 
into Directorates headed by team leaders responsible to the UGM for the 
management within the clinical area". 

"The concept of posts of directors of clinical services is two fold: to involve 
medical staff in the management process, and to devolve responsibility for the 
planning and management of core services to those who deliver them". 

The Guy's Model 

The Clinical Directorate system in the UK originated at Guy's hospital in London in 1985. 

Guy's had close links with the JH hospital. In 1984 Guy's ran into major financial problems 

which resulted in the closure of wards and services being cut back (Smith and Chantler, 

1987). The doctors at Guy's, as a result, lost confidence with the hospital managers, and 

suggested that a new method of management be established with the doctors taking the key 

role. In 1984 a group of managers and doctors visited the JH hospital to study the application 
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of decentralised management principles where day to day management decisions were taken 

by a clinical head of service in each of the major specialities. On return it was decided to 

develop a model of clinical management based on the JH hospital. Guy's reorganised itself 

into 14 Clinical Directorates each headed by a Clinical Director, a senior consultant, supported 

by a business manager and nurse manager. 

"A major debate ensued among clinicians, which sought to reconcile clinical 
freedom with management authority and accountability. In the end, the consultants 
agreed to accept a system that sought to equate power with responsibility. In return 
for the freedom to manage their own affairs, they had to accept responsibility for the 
financial consequences" 
(Smith and Chantler, 1987, p 14). 

Each of the Clinical Directors was responsible and accountable for consultants and other 

medical staff in their Directorate. The Directorates had to prepare sound business plans 

outlining objectives for the next 2-3 years and had responsibility for their own nursing, 

administrative and support staff. The business manager was personally accountable for 

ensuring that the Directorate achieved the corporate objectives set out in its business plan. 

The business managers were drawn from staff who were pursuing a general management 

career. As the Clinical Directorate model took off at Guy's more strategy and planning roles 

developed for business managers (Op Cit.). 

The Leicester Model 

In 1985 Leicester Royal Infirmary (LRI) was facing a number of problems associated with a 

large teaching hospital (Barker, 1990), and as a result carried out an internal organisational 

analysis which focused on two perceived main weaknesses: 

• A fragmented and impersonal organisation had developed which focused on professional 

rivalries and hierarchies, rather than on any corporate goals of the organisation and; 
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• There were almost no opportunities for the involvement or ownership in the management 

process for clinical staff, and related to this no mechanisms existed for planning or 

controlling performance while matching this to resource use. 

LRI introduced a new management programme in 1986 in an attempt to address the above 

shortcomings. This was to be achieved by drawing together responsibility for the planning and 

control of performance to key staff members so ensuring that the hospitals resources were 

used to deliver the best possible standards of healthcare provision. Clinical Directorates were 

established at LRI which at the time, 

"represented a radical step forward in NHS management culture with 
direct medical participation in the planning and management of resources, 
accountability for the delivery of agreed outputs, and regular monitoring of 
performance" 
(Barker, 1990, p1428). 

Ten Clinical Directorates were set up led by a Clinical Director, a consultant, appointed by the 

Generdl Manager of the Hospital. Responsibility was delegated to the Clinical Director tu 

exercise corporate responsibility and accountability for their specialism(s). This included 

controlling budgets and staff, and future planning of their clinical services through LRI's 

planning and review process. There was a certain flexibility to manage services and budgets 

according to local circumstances and priorities providing that service commitments were 

achieved and financial limits were adhered to. 

The Clinical Director was part-time to enable him/her to continue with their clinical practice, 

and was supported by an associate manager who was full-time. The Clinical Directorate also 

had a senior nurse who was responsible to the associate manager for managing the 

Directorate's nursing resource. The Clinical Director through the associate manager had 

responsibility for the employment, training, management and discipline of all staff involved with 

delivering the service. Clinical Directorates were established at LRI to develop teamwork 

within each specialty and, 
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"In a large institution with the tendency to an impersonal atmosphere, the creation 
of a series of 'mini hospitals' was intended to engender pride and personalised 
service within each locality. But to achieve the benefits of localism, without the 
risk of fragmentation into parochialism, the clinical units are united by a strong bond 
of hospital wide corporate identity through the management board" 
(Barker, 1990, p 1428). 

The Management Board was LRI's governing body and included the hospital General 

Manager, the 10 Clinical Directors and their Associate General Managers. All the members 

contributed to LRI's Board discussions and had shared ownership of all decisions. The Board 

oversaw LRI's corporate plans and performance. It determined LRI's hospital wide policy 

issues and collectively supported the General Manager for the hospital's overall performance. 

Barker concluded that, 

"Delegating real authority to those responsible for clinicallresource management, 
and matching this with accountability, creates an environment of teamwork based 
on real involvement, commitment and ownership. There is a strong identification 
by aI/ involved with the work of the specialty which fosters communications, high 
morale, pride in achievement, and quality of patient care" 
(Barker, 1990, p 1429). 

Further Development of Clinical Management in the UK 

In 1992 a joint steering group was set by the British Association of Medical Managers (BAAM), 

the British Medical Association (BMA), the Institute of Health Services Management (IHSM), 

and the Royal College of Nursing (RCN). These organisations collaborated in a year long 

project examining the development of clinical management within the NHS. The project 

involved a combination of a literature review, 13 site visits in England, and 37 questionnaires 

sent to hospitals in England, Scotland, Wales, and Northern Ireland. This group (now known 

as BAMM et al) was established to conduct joint policy work in relation to clinical 

management. BAMM et al published a consensus statement in 1993 on the principles for 

effective clinical management which was defined as, 

"the explicit identification of the range of financial and other resources available 
to provide patient care and the assurance that these resources are utilised to 
greatest effect for the benefit of the individual patient and for groups of patients" 
(Joint Consensus Statement, BAAM et ai, 1993, p 1). 
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In their joint consensus statement, BAMM et al made two important conclusions in relation to 

clinical management and related matters in the NHS. These conclusions are discussed below 

and will be returned to in chapter 9. 

• There should be a commitment to decentralised clinical management which moves 

responsibility and authority for decision making for using clinical resources as close to the 

patient as possible. This should be developed as the preferred model in the UK and; 

• There would not be 'one right structure' for decentralised clinical management. Use should 

be made of flexible solutions which meet the needs of individual provider organisations and 

their patients. 

Strategy Development 

The joint statement made explicit recommendations regarding strategy development. The 

NHST Chief Executive and the Clinical Management Team (CMT)23 should form the meeting 

point between the NHST Board and the clinical specialties for the integration of strategy and 

operations. The BAMM et al study revealed that when clinical management teams. 

particularly the team leaders, were not fully included in the strategic planning process of their 

organisations there was a 'disconnection' between the NHST's strategic agenda and that of 

the clinical specialty resulting in confusion over objectives, or the return of old hierarchies 

which undermined the entire system of decentralised management. In such cases, BAMM et 

al found that the development of a meaningful corporate strategy which provided a unifying 

framework for individual clinical specialty strategic planning became impossible. 

23. The CMT's consisted of all the hospitals senior managers, Executive Directors if an 
NHST, and all the hospitals Clinical Directors. 
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Contracting 

For effective contracting, BAMM et al concluded that there should be meaningful involvement 

of a NHST Clinical specialties in determining the overall NHST strategic plan. If done 

effectively, this process would provide the framework within which all the NHST's clinical 

specialties could move in the same direction through their individual specialty strategic plans. 

Every clinical specialty strategic plan should be consistent with their overall NHST strategy. 

Time 

A critical issue was the amount of time the Clinical Director could actually spend managing 

their Directorate, and the degree of management skill they could bring to the role of Clinical 

Director. In their study, BAMM et al found that training was not that well developed and often 

Clinical Directors did not know what was expected of them with regard to management. 

In the absence of support from the NHST senior managers, they had little basis on which to 

plan their own development 
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Section 3: Clinical Directorate Models, Typologies, Roles, 
and Groups 

Introduction 

By far the commonest clinical management model/structure chosen by acute hospitals, has 

been based on the Clinical Directorate model. Clinical Directorates aim to involve doctors in 

management, and give a patient centred approach to management with a business overview 

(Rea, 1993). In 1990 the British Medical Association's (BMA) Central Consultants and 

Specialists Committee (CCSC) endorsed the Clinical Directorate as the optimum structure for 

hospital decentralisation. The BMA also recommended, 

"ClinIcal Directorate structures as the most appropriate way of involving 
clinicians in management, provided that these structures follow the principles 
identified in the CCSC's guidance. Clinical Directorates must have the support 
of the hospitals consultant body. There must be extensive consultation with 
consultants and other medical staff since Directorate structures will bring about 
important changes in the organisation of consultants work. This could include 
conSUltants being managerially accountable to a Clinical Director and the linkmg of 
certain specialties within a single Directorate" 
(BMA, CCSC guidelines, 1990 p2). 

Disken et al (1990) have indicated the reasons for moving to a model of clinical management 

in the NHS: 

• A need to decentralise and delegate decision making in the NHS nearer the patient; 

• A need to break down the barriers that had developed over the years between professional 

hierarchies and groups; 

• A need to improve the quality of clinical services to patients; 

• A need to bring hospital conSUltants ·on board" hospital management as a group; 

• To allow a more explicit evaluation of clinical work and outcomes and; 

• To address the problems of financial pressure on the NHS. 
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The standard model of clinical management chosen by hospitals, both pre and post NHS 

reforms, has been the Clinical Directorate. There are a number of key components (Hirst, 

1995, White, 1993, Rea, 1995): 

• Hospitals are divided into small autonomous units, each of which has a single recognised 

manager who is a doctor; 

• The doctor-manager is called a Clinical Director, who is responsible for an allocated 

budget, and for achieving activity and quality targets; 

• A nurse director and an administrator/business manager reports to the Clinical Director on 

day to day operational issues; 

• Each unit operates within the general policy framework of the hospital; 

• They are responsible for meeting contract obligations and; 

• Increasingly they are responsible for the direct negotiation of contracts with purchasers. 

The final model chosen by an NHST is a reflection of its individual circumstances. This will 

include what the NHST senior management and hospital clinicians view as the most 

appropriate method of involving its clinicians in the management process and what the NHST 

sees as the role of the Clinical Directorate. BAMM et aI's (1993) study found that the impetus 

to adopt a particular model of clinical management tended to come from one person, typically 

the unit Chief Executive or a senior consultant. 

Often the setting up of decentralised management structures within hospitals were seen as a 

necessary condition for a hospital in applying for Trust status, and to enable contracting to 

develop within the post 1990 NHS. Indeed the BAMM et al study revealed that around 70% of 

units surveyed had introduced, or would be introducing, clinical management as part of their 

NHST application. Clinical management was expected to facilitate approval for Trust status. 

Financial crisis was also mentioned by BAMM et al as a factor which had led to the 
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introduction of clinical management as was a crisis of confidence between a hospital's 

managers and clinicians. 

Clinical Directorate Typologies 

Peel (1992) has described at least seven variants of the Clinical Directorate model. These 

varients are shown in figure 13, and are explained in the following paragraphs. These variants 

are by no means exhaustive, but merely indicate some of the Directorate structures that have· 

developed. 

The Seven organisational types of Clinical Directorates 

1. The Medical Director Model: the Clinical Director, is directly line accountable for the clinical 

and managerial performance of the Directorate. The Clinical Director has to manage the 

Directorate from developing its business plan to the delivery of services to patients, with 

support from the Cllrectu. ate business and nurse/service manager. 

2. The Consultant Manager Model: the Clinical Director is "first among equals" with the 

Directorates other consultants. The Clinical Director reports to the NHST's Chief Executive in 

a representative capacity, not as a manager of the other consultants within the Directorate. In 

this respect, this model is similar to the old MEC chair-person role (see earlier). The Clinical 

Director will be very involved with Directorate management issues, such as developing 

business plans and negotiating contracts with purchasers, and will use its business and 

nurse/service managers as an executive arm. 

3. The Consultant Co-ordinator Model: the main power base with this model rests with the 

Directorate nurse/service manager, who often has, but not necessarily a clinical background, 

for example, nursing or paramedical. The Clinical Director with this model has a supervisory 

role, rather than being the identifiable leader of the Directorate. 
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Figure 13. Seven Organisational Types of Clinical Directorates (Source: Peel, 1992). 

1. 

Medical 
Director 
Holds 
budget 

c 
c 

Totat budget 
(income and 
expenditure) 

Nurse 
budget 

2. 

c 

I~HIf J Executive 

I C 
C 

Consultant 
Mana~ Holds at --

\ 
Other 
advice. 
support 
and 
budget 

Nurse Business 
Manager 

Manages substantial 
budget 

I ChHlf 3. Executtve 

I 
C 

C 

Service or 
Consuhant 
Co-ordinator 

r I 
Clinical Service 

Manager 
Holds total or 

Bubstantial budget 

6. 

Holel 
servic .. 
budget 

Assistant Unit 
Manager 
budget 

Chairmanot 
division 

4. The Clinical Triumvirate Model: the managerial responsibility is shared by the clinical 

management team of the directorate, which usually consists of the Clinical Director, the 

business manager, and nurse/service manager. It was the most common model found by 

Peel. 
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5. The Clinical Service Manager Model: there is no role for the Clinical Director with this 

model, the Directorate clinical service manager (CSM) has direct line accountability to the 

NHST Chief Executive. The CSM has direct responsibility for both clinical and non-clinical 

budgets. 

6. Divisional Directorate Model: this particular model is often taken as the first step towards a 

full Clinical Directorate model. Groups of clinical services are allocated budgets which are 

then under the control of a medical chair of a Division, who may have administrative support. 

7. Direct Access Directorate Model: this is similar to pre 1990 NHS reform doctor-manager 

relationship. Managing day-to-day operational services is replaced with an agreement over 

the work of individual consultants, for example, case mix and workload. The model can be 

used to dilute any existing tension, or possible sources of conflict in doctor-management 

relationships within NHST's. Individual consultants report directly to the NHST Chief 

Executive. 

BAMM et al (1993) indicated that a number of other structural models of clinical management 

had developed. Prominent was the two or three person 'pendant' team which replaced the 

traditional 'triumvirate'. These pendant models appeared to develop out of a need for some 

NHST's to formalise a clearer distinction between the roles of the business manager and 

nurse manager. The three person pendant structure involved a nurse manager or senior 

nurse who was responsible to the business manager, who in turn was responsible to the 

clinical director. The two person pendant structure consisted of a clinical director and a 

combined business/nurse manager post usually filled by a nurse, but could also be another 

health care professional. 
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Service and Support Clinical Directorates 

Clinical Directorates can be categorised into two distinct types, Service Directorates and 

Support Directorates (Rea, 1993). Service Directorates are Directorates who provide a direct 

service to purchasers such as surgery or medicine, and are also known as "bed-holding" 

Directorates because they treat in-patients within the NHST. Support Directorates can 

provide a direct service to purchasers through external contracts, for example, GPFH's, but on 

the whole, as their name implies, provide a support function to the service Directorates. 

Support Directorates include specialties such as pathology, theatres, and Imaging and are 

also known as "non-bed holding" Directorates as patients do not normally stay in these 

Directorates for treatment. 

The Clinical Directorate Management Team 

At the heart of clinical management is the Clinical Management Team (CMT)24. These teams 

lead clinical groups which form, 

"The engines which do the work of the provider organisation. What this means 
is a potential revolution in the way patient services are organised and delivered. 
If CMT's really are the engines of the organisation, it means that the necessary 
resources have to be devolved to them. It means devolving budgets, responsibility 
for staff and support functions like finance and information to them" 
(Harwood, 1993, p 27). 

The main thrust of clinical management is via the clinical management team. which have been 

described as the "engine of the healthcare provider organisation" (Edmonstone and Havergal 

(1994,p 5). The teams typically consist of a Clinical Director, business manager, and 

nurse/service manager. There may also be support from the NHST with regard to Directorate 

accounting, HR matters, and professional matters in relation to nursing/clinical issues through 

the Director of Nursing and Medical Director. 

24 This CMT is different from the BAMM discussion ofa CMT. The BAMM CMT comprised the 
senior managers and clinicians of an NHST. 

141 



The Clinical Directorate Management Team Roles 

The Clinical Director. Clinical Directors are appointed by the NHST's Chief Executive on 

recommendation by the remainder of the Directorates consultants. The period of appointment 

is usually for 3-4 years and can be renewed if so desired by both parties. Clinical Directors are 

medically qualified. and should act as the strategic team leader for the Directorate. The role 

requires a doctor with visionary and dynamic qualities who can lead the other Directorate staff. 

Servers (1993) has said that. 

''The fundamental role of the Clinical Director is to direct the strategy 
of the clinical service for which the Directorate is responsible" 
(Servers. 1993. p 88). 

The Clinical Director is in essence a part-time manager, as s/he is still a practising clinician. 

what Willcocks (1994) has termed the general manager of the Directorate. Clinical Directors 

are normally paid for one. two sessions at the most, as Clinical Director. A session is 

equivalent to four hours. The role has two other aspects to it, one of managing the interface 

between the Directorate and patient. and one of influencing other consultants within the 

Directorate (Sims, 1994). Mole and Dawson (1993) also argue that Clinical Directors will need 

skills in financial management. Human Resource management and strategic planning to be 

able to carry out the role effectively. This will involve consultation and negotiation which could 

be in a direct contrast to the experience of many Clinical Directors who in the past operated 

within a largely hierarchical approach to management and decision making. 

Recent research carried out in Scotland specifically examined the roles and responsibilities of 

Clinical Directors (Marnoch et ai, 1996). A number of relevant findings emerged which will be 

returned to in chapter 9. These included: 

• Very few Clinical Directors were involved at a strategic level within their NHST's; 
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• Clinical Directors were of the opinion that they had considerable influence over NHST 

managers at al levels; 

• Clinical Directors, generally, were not involved with contract negotiation and did not have a 

high opinion of the negotiation process and; 

• The Clinical Director management role was tightly squeezed into a heavy clinical load, and 

took up to two thirds of their management time. However, the Clinical Directors 

emphasised the need for maintaining clinical contact. 

The Business Manager (BM): Often a career NHS manager, s/he has to implement the 

strategy devised by the Clinical Director for the Directorate. Over the years since Guy's first 

set up Clinical Directorates, the role of the business manager has developed from a largely 

analytical su~port function into a clinical general management role, including responsibility for 

Directorate contracting, finance, and marketing (BAMM et ai, 1993). Clinical Directors require 

strong support from BM's, and BM appointments can be shared between two or more Clinical 

Directorates However, in this case there is the danger that the BM's spread their support too 

thinly. 

The Nurse/Service Manager. Is a clinical manager, nurse or other professional who gives a 

clinical perspective to the operational side of management. S/he can also be involved with the 

planning, co-ordination, and implementation of a service which is centred on the Directorate's 

patients (Hopkins, 1993). The nurse manager provides the professional and managerial 

leadership within the Directorate. S/he will advise the Clinical Director on the best use of 

nursing or paramedical staff to provide an efficient and cost effective service, while ensuring 

that high standards of patient care are provided. 

Clinical Directorates and NHST's 

There are a number of ways that the Clinical Directorates can influence the work of their 

NHST's. This can be achieved via a number of distinct groups or through particular 
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individuals. These groups can have a number of titles depending on the particular 

organisation. However, typically they are called the Trust Management Group (TMG), 

Corporate Management Team (CMT), or Trust Operational Management (TOM) Group. 

These groups will be returned to in chapters 8 and 9 and have the responsibility of 

determining the NHST strategic decision making. All Directorates are represented on these 

groups by their respective Clinical Directors, and therefore can have an impact on NHST wide 

policy/strategic issues through this medium. The Executive Directors of NHST's are all 

members of both the NHST Board, and together with the Clinical Directors, form the 

TMG's/CMT'sITOM's. Executive Directors will bring their own particular technical experience 

to both fora, for example, finance, nursing, and personnel, while the Clinical Directors bring 

their own technical experience in the shape of which ever specialty they are involved with. 

The TMG/CMTITOM can provide the Directorates with opportunities, through their Clinical 

Directors, to influence their NHST policy and strategy direction, while bringing to the attention 

of the TMG's/CMT'sITOM's opportunities or threats to the organisation as a whole. 

Clinical Directorate Groupings 

Clinical Directorates cover a self contained number of clinical specialties, and the size and 

number of these Directorates will vary depending on the size of the NHST. There could be as 

few as six Clinical Directorates in a small District General Hospital (DGH), and as many as 16 

in a large City teaching hospital. Each Directorate can also contain as few as three 

consultants and as many as fifteen. Tables 14 - 15 indicate some possible specialty 

groupings. Too few Directorates would not justify the management time and effort, and too 

many Directorates could end up being unwieldy as specialties could differentiate into sub­

specialties with different clinical activities and management difficulties associated with them 

(Capewell, 1992). 
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Table 13. Possible Clinical Directorate Speciality Groupings. The Leicester Model 
(Source: CapewelJ, 1992). 

Surgery and Specialties Pharmacy and therapy 
services 

ENT and Ophthamology Commercial Services 

Medicine and Specialties General Services 

ITU and CCU 

AlE and Orthopaedics Nursing 

Paediatric Medicine and Surgery Estates 

Obstetrics and Gynaecology Finance 
and Community Midwifery 

Anaesthesia and Theatres Information 

Clinical Laboratories 
OJ Personnel " 

--
Radiology and Medical Physics 

Table 14. Possible Clinical Directorate Speciality Groupings. IHSM Model (Source: 
CapewelJ,1992). 

Medicine r-

Surgery 

Obstetrics and Gynaecology 

Paediatrics (possibly including Obstetrics and 
Gynaecology 

Orthopaedics and Trauma 

Anaesthesia (possibly including ITU and 
Theatres 
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Table 15. Possible Clinical Directorate Speciality Groupings in Larger Hospitals 
(Source: Capewell. 1992). 

General Medicine Oral Surgery 

Renal Medicine Urology 

Geriatrics Neuro-surgery 

Infectious Diseases Cardiac Surgery 

Cardiology Orthopaedics 

Neurology Paediatrics 

Dermatology AlE 

Obstetrics Anaesthetics 

Gynaecology. ITU 

General Surgery Theatres 

ENT 
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Section 4: A Critique of Clinical Directorates 

A number of problems associated with Clinical Directorates have been identified in the 

literature. Packwood et al (1990) have indicated that the move towards decentralisation and 

sub-unit organisation have not been without criticism. This had been generally associated 

with the problems of grafting managerial authority and responsibility onto clinicians whose 

working practices have been based upon clinical freedom. Packwood et al concluded that the 

responsibility of sub-units tended to be clearer from the outside than from within them. The 

main danger was that the sub-units developed a strong identity and become too parochial thus 

failing to take a wider corporate view and concentrate on their own interests. 

Johnson (1990) argues that considerable pressure was put on all consultants to imitate the 

Guys model of Clinical Directorates. In many cases the imitations were a poor copy of the 

Guys model. Boards of Directors evolved into what he called 'lead clinicians' who were then 

responsible to management for carrying out Health Authority policy. This was a far cry from 

the original Guys version of a group of clinicians accepting corporate responsibility for the 

running of the hospital. Lay managers saw the Clinical Directorate system as a means to gain 

control over consultant decision making, and this is not what the Guys model espoused. 

Fitzgerald (1991a) found it surprising that Clinical Directorates had been so readily accepted 

into the UK NHS, since there was no empirical evidence of their effectiveness or efficacy. She 

concluded that it was perhaps the publicity received by Guy's Hospital, which itself was based 

on the JH model, which provided the assumption that Clinical Directorates was the most 

suitable for the NHS. Fitzgerald (1991 b), has also questioned whether the Clinical Directorate 

is the preferred clinical management model for organising services in acute hospitals. 

"Current specialty boundaries may reffect history, but may be less 
appropriate to the needs of the future. Emergent services, such as day 
hospitals, could be said to constitute a Significant approach to care 
and therefore need to be managed separately" 
(Fitzgerald, 1991 b, P 26). 
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More recent research by Fitzgerald (1997) compared clinical management models in acute 

hospitals in both the UK and Canada. In the UK the Clinical Directorate structure was based 

upon a hierarchical structure with the Clinical Director at its apex. She confirmed the part-time 

management basis of Clinical Directors, and a triad or triumvirate structure of a Service/Nurse 

Manager and Business Manager who reported to the Clinical Director. Clinical management 

in Canada on the other hand operated using a different model. Here a diad structure existed. 

of the Clinical Director and Associate Manager managing the specialty and sharing power. 

The major difference between the Canadian model and the UK model of clinical management 

was that Clinical Directors in Canada allocated a larger proportion of their time to their 

management role, and in places was as much as 50% of their time. Another major difference 

is that the Canadian healthcare system is funded on a fee-for-service basis. Clinical Directors 

in Canada were often paid by the other specialty consultants for their management time, so 

may be more motivated to be managers than their UK counterparts. Fitzgerald concluded that 

this raised a number of key questions for UK Clinical Directors. What is the appropriate 

allocation of hours that should be given to management?, and should there be full-time Clinical 

Directors? . 

A number of authors have also commented on the lack of involvement by Clinical Directorates 

in the strategy process within their NHST's. Chaston's (1994) research focused upon the 

involvement of Directorates in areas such as objective setting, policy, decision making, and 

resource allocation within a number of NHST's. He concluded, that although the performance 

of NHST's was critically dependent upon the degree to which NHST management allows 

authority over the nature and content of the strategy process, there was still a tendency by 

NHST senior managers to retain absolute control over key strategic objectives, financial 

budgets, and service portfolios. Corbridge (1995) has commented that in order to operate 

effectively, an NHST needs to manage successfully the strategic and operational aspects of 

its delivery systems. However, in many cases some NHST Chief Executives were failing to let 

go of some of their strategic planning to newly empowered Clinical Directors, and involving 
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themselves in the day to day operational management and were not concentrating on NHST 

strategic matters. 
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Conclusions 

This chapter has examined the development of clinical management, predominately 

discharged through the Clinical Directorate system. The origins and history of Clinical 

Directorates in the UK NHS has been discussed, together with empirical evidence indicating 

this model be developed as the sale medium for clinical management within the NHS. The 

various models, typologies, groupings, and management arrangements have also been 

discussed, together with a short critique of Clinical Directorates. 

Chapter 5 now concludes the literature review chapters. Chapter 6 will form the link between 

the literature review and the empirical chapters and discusses the research methodology used 

to collect the data for the thesis. Meanwhile we note a number of points: 

• Clinical Directorates are groupings of medical specialties arranged for management 

purposes. They have their own management teams consisting of a Clinical Director, 

Business Manager, and Nurse/PAM manager; 

• The Clinical Directorate model adopted in the UK was based upon the Johns Hopkins 

model of hospital decentralised management; 

• Guys' hospital in London was the first NHS hospital to adopt the Clinical Directorate as a 

decentralised management structure; 

• The RMI accelerated the development of decentralised management structures within NHS 

hospitals and began to involve health care professionals in strategic as well as operational 

issues; 

• There are a variety of Clinical Directorate models in operation, the choice of model is 

dependent upon the individual circumstances of NHST's and; 

• Clinical Directorate management teams should be involved with the management agendas 

of their NHST's such as strategy and contract negotiations with purchasers. 
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Chapter 6: Research Methodology 

Introduction 

This short chapter will link chapter 1- 5 of the thesis to the empirical chapters, 7- 9, chapter 10, 

the discussion of the research findings, and chapter 11, the thesis conclusions. It will also 

define the main research questions and the research methodology that was used to attempt to 

answer these questions. 

Overview-
The thesis examined the extent to which NHS managers were beginning to act strategically in 

the period 1994-1997 within the NHS quasi-market in the West of Scotland. Chapter 1 gave 

an account of NHS organisation and management culminating in the 1990 reforms of the NHS 

which attempted to create a quasi-market within the NHS by setting up purchaser/provider 

relationships and creating NHST's and GPFH's. This quasi-market was intended to put 

competitive pressure on healthcare providers and hence improve effiCiency. Chapter 2 

indicated that although the 1990 NHS Act applied to the whole of the UK, the NHS in Scotland 

was organised differently to the rest of the UK. It described the structure of the NHS in 

Scotland, and the relationships between the Scottish ME, the AHB's, GPFH's, and NHST's. 

This is significant because the empirical research which follows this chapter was carried out in 

the West of Scotland. Chapter 3 discussed markets and competition, and related this to the 

NHS and the nature of the particular market that was finally introduced into the NHS. The 

chapter concluded with three cases studies which examined the development of the internal or 

quasi-market in these areas. From these case studies conclusions were drawn against which 

findings from the study in the West of Scotland will be placed concerning the development of a 

quasi-market in health care in Scotland. This will be discussed in chapter seven. 
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Chapter four introduced the concept of strategy in management and the development of 

business and corporate strategy from its early planning days to its evolution into strategic 

management. Strategic development was then discussed as were the stages in the strategy 

process that firm's could undertake. These ranged from analysing and developing strategic 

plans, considering and choosing strategic options, to implementing strategic options. A 

comparison was made of two complementary models of strategic analysis, the positioning 

approach (which examined a firm's external environment), and the resource based approach 

(which examined a firm's internal environment). The chapter also examined strategic options 

that could be pursued by a firm, the importance of culture to strategy development, and 

methods by which a firm's senior managers could allow their operating divisions to develop. 

These models will be used in the chapters eight and nine as a means to analyse the process 

of strategy formation, development and implementation that occurred within NHST's in the 

West of Scotland. 

Chapter five examined the origins and development of Clinical Directorates within the UK 

NHS. These, in relation to the NHST's, can be regarded as the operating divisions or strategic 

business units of a larger organisation. The Clinical Directorates provide the services of the 

NHST's and consist of clinical specialties which offer particular services upon which NHST's 

can build their strategies upon. The Clinical Directorates were described in chapter five as 

being in an ideal position to make a significant contribution to the strategic development of 

their NHST's. This will be explored further in chapter nine. 
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Thesis Methodology 

The aims of the research were to use some of the theories and tools of strategic management 

that have been developed in relation to the private sector, to investigate the extent to which 

NHS managers, clinical and non-clinical, were responding strategically within the NHS quasi­

market and not just seeking efficiency improvements. Of particular interest was the extent of 

strategic behaviour at different levels within particular NHST's. This could be seen at the level 

of the NHST senior management, and at the level of the clinical specialties arranged as 

Clinical Directorates within the NHST's. 

Special Considerations 

NHS organisation in Scotland differs from that in England and Wales, the former being much 

smaller and more compact. Whereas Scotland has 15 AHB's, England and Wales had, at the 

time of the research over 130 District Health Authorities (Ham, 1997). The present research 

was carried out in the West of Scotland, which it was thought would provide a microcosm of 

the Scottish structure. The West of Scotland also has the largest grouping of NHST's in 

Scotland as a whole, ranging from major City acute NHST's, to small DGH's, Community, and 

specialist NHST's. It should enable a clearer picture to be obtained of the development of 

strategy within the NHST's and the nature of competition within the NHS in the West of 

Scotland. In the final analysis this should enable some broad conclusions to be drawn with 

respect to differences between England and Scotland. 

Theoretical Approaches 

The NHST's may be viewed as operating in a context of managed competition (see chapter 

three) which will influence the strategic responses and initiatives of the NHST's. How they 

respond to this is likely to be affected by their perception of the intensity and sources of 

competitive pressure, as well as their relationships to the AHB's as purchasers. 
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Empirical Issues 

Two principal issues relate to the location of strategic decision taking within the NHST's, and 

the shape and context of strategic decisions in differing competitive environments. Strategic 

plans and their implementation may be decided by the NHST senior managers and the clinical 

specialties arranged as Clinical Directorates, but also may well be decided by the NHST 

senior managers alone, akin to that of a multidivisional organisation structure with a central 

board and a number of business units. Different levels of competitive structures may lead to 

differences in strategic thinking, for example, in the degree of innovation and the formation of 

alliances. It therefore was an important part of the research to map out the ways strategic 

thinking evolved as well as where the decision nexus lay and what informed it. 

The Main Research Questions 

;\ ii;,Jillb8r c; research questions emerged from the literature review chapters. These were ZlS 

follows. 

• What was the nature of the market and level of competition developing in the West of 

Scotland NHS between 1994-1997?; 

• What evidence was there of strategic behaviour developing within NHST organisations?; 

• What was the nature of the strategic management process developing within the NHST's?; 

• Where was the locus of strategic decision making located within the NHST's?; 

• What was the involvement of the Clinical Directorates in the strategic decision making 

process within the NHST's? and; 

• What was the nature of the relationships between NHST senior managers and the Clinical 

Directorates within the NHST's? 
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There was relatively little known concerning the main research issues, particularly the 

interactions of the NHST's, their Clinical Directorates, the AHB's, and indeed the Scottish 

Office as the agent of Government in Scotland. Therefore, a qualitative research methodology 

consisting of five case studies using interviews was undertaken. This approach was used 

rather than a quantitative research methodology for a number of reasons. Given the nature of 

the research objectives, there was a paramount need to understand how the NHST's at senior 

management level, and at Clinical Directorate level, were approaching the challenge of 

strategic development. This, almost of necessity, required a 'close' involvement with 

management thinking. The approach then developed into using NHST's as case stUdies (see 

later). The nature of the problems, strategic development and the relationships between the 

actors involved, would not have been understood by more objective distant approaches 

associated with quantitative research methodologies where the emphasis is on collecting data 

using designed instruments such as questionnaires and classifying responses into categories 

and forming knowledge from responses (Hari Das, 1983). 

Interviews were undertaken, both structured and semi-structured, with key personnel involved 

in the determination of strategy and decision making within the sample NHST's. Some of the 

interviews were structured, particularly where access was granted to certain people, who due 

to pressures of work were only prepared to allocate a fixed time period to the researcher. In 

these cases, a structured list of questions was asked with little or no time to investigate or 

probe answers. Semi-structured interviews were carried out in the majority of cases and gave 

the opportunity for time to be spent on issues brought up during the course of the interviews, 

while keeping to an agenda of answering the main research questions. Interviews were 

carried out with NHST Chief Executives, Directors of Contracts and Planning, Clinical 

Directors, Business Managers, and Service/Nurse Managers. A first round of interviews was 

conducted between the spring of 1995 and the spring of 1996. 

155 



The interviews were repeated 8 - 12 months later to ascertain if there had been any changes 

or developments since the first round interviews. These second round interviews were either 

carried out face to face or via the telephone. From the first round interviews three main areas 

were seen to be developing as important issues in relation to strategic development within the 

NHST's. The second round interviews focused on these three main areas. These areas 

were: 

• The nature of the market and the level of competition; 

• Strategic behaviour in response to the market and level of competition and; 

• The relationships between the NHST senior management and their Clinical Directorates. 

Interviews were also carried out at AHB level and were concerned with their development as 

purchasers within the quasi-market, and whether they had used their power as purchasers to 

develop a market or force changes in the way the NHST's delivered their clinical services. 

Interviews at the Scottish Office were carried out to inform our understanding of the overlying 

political environment in which both the NHST's and the AHB's were operating. Tables 12 - 15 

at the end of the chapter provide a breakdown of the interviewees from both the first and 

second round interviews. 

The unit of analysis for the empirical work was the NHST. As indicated earlier, five NHST's, 

as providers, were selected as case studies. The NHST's were all based in the West of 

Scotland, four within a major City, and the fifth located outside the City. They were chosen 

because of their location, size, and range of clinical specialisms. All the NHST's were from the 

acute care sector. 
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In this thesis the NHST's were named A - E, and the AHB's West AHB and East AHB to 

protect confidentiality. The NHST's were as follows: 

NHST A: a major City acute University teaching hospital achieving NHST status in 1994. It 

provided local, Regional and Tertiary service operated from four sites in the East of the City. 

In 1995/96 the NHST had a total budget of £115M. Of this 56% of services were bought by 

West AHB, 26% of services by other Scottish AHB's and English DHA's, and 18% by other 

sources including NHST's, GPFH's, the NHS ME, and non NHS work; 

NHST B: a major acute hospital achieving NHST status in 1993 and was located in the South 

of the City. It included a Regional specialty in Neurosciences and other specialisms such as a 

physically disabled rehabilitation unit, a spinal injuries unit, and podiatry and limb prosthetics. 

In 1996 its total income was approximately £12M. Of this Scottish AHB's accounted for 80%, 

the Scottish ME 17%, GPFH's 2%, and other sources 1 %; 

NHST C: a major City acute University teaching hospital with Regional and Tertiary patient 

referwls located in the West of the City. In 1995/96, the tClt:=l1 income of the NHSTwas 

approximately £92M. Of this income, Scottish AHB's accounted for 89.5%, GPFH's 1.3%, 

other Scottish NHST's 2.5%, and the Scottish ME 6.7%; 

NHST 0: a major specialist Paediatric and Maternity hospital gaining NHST status in 1993 and 

located in the West of the City. It comprised a hospital for children and a maternity hospital, 

and provides community child health services including Regional and Tertiary referrals. Total 

income for 1995/96 was approximately £46M, of which 92% came from Scottish AHB's and 

English DHA's, 4% from the Scottish ME, 1% from GPFH's, 1% from other Scottish NHST's, 

and 2% from other sources including oversees referrals; 

NHST E: achieved NHST status in 1993 and was one of Scotland's largest District General 

Hospitals (DGH's) located outside the City to its South-West. It provided services on one site 

including medical, surgical, obstetrics and gynaecology, and some specialist services such as 

ophthamology and urology. Its total budget allocation was £50.6M for 1995/96. Around 90% 

of its income came from East AHB, other Scottish AHB's formed 6%, and other sources 4%. 
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East AHB: located in the West of Scotland, its catchment area ranged from major 

conurbations, to the very rural, and included some 26 island communities. It had a total 

population of 433,000 in 1994. Its block allocation for 1995/96 from the Scottish Office was 

£245M. Of this 33% was spent on acute care, 33% on community care, 23% on maternity 

care, 4% on child care services, and the remaining 7% in other areas. The Board was losing 

resources under the SHARE funding formula. 

West AHB: located in the West of Scotland, and providing health services for the entire 

population, and some surrounding areas, of a major City. Its total income for 1994/95 from the 

Scottish Office was approximately £177M, of which 69% was spent on hospital and 

community health services. West AHB was the largest health authority in the UK until some of 

the English DHA's began to merge in 1994/95. It supported 8 NHST's including acute, 

community, priority, and dental. Four of these NHST's were used as case studies. The Board 

as with East AHB, was losing resources under the SHARE funding formula. 

The Case Study Approach 

A case study approach was used in this research, which can be described as an in-depth 

analysis of a single case that is representative in some way of a research topic (Strauss and 

Corbin, 1990, Mason, 1996). Methods used in case-studies have ranged from highly 

experimental, quantitative studies to highly qualitative descriptive stUdies. Yin (1984) has 

argued that case studies have the advantage when 'how' or 'why' questions are being asked 

concerning a contemporary set of events which the researcher has very little or no control 

over. 

"The case study allows an investigation to retain the holistic and meaningful 
characteristics of real-life events, such as individual life cycles, questionnaires and 
management processes" 
(Yin, 1984, p 14). 
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Further, Yin has postulated that case studies have a distinctive place in social science 

research and have a number of applications which include: 

• Explaining the causal links in real-life events that are too complex for questionnaires, 

surveys, or experiments to explain; 

• Describing the real-life context in which organisations, and the people within them, operate 

and; 

• Exploring situations where events have no clear or single set of outcomes (Op Cit.). 

Hakim (1987) has placed case study types on a broad continuum between descriptive reports 

and rigorous hypothesis testing. 

"Case studies are a useful design for research on organisations and 
institutions in both the private and public sectors, and encompass studies of 
firms, workplaces, schools, trade unions, bureaucracies, studies of 'best 
practice', policy implementation and evaluation, industrial relations, 
management and organisation issues, organisational cultures, processes of 
change and adaptation, extending to comparative studies of nations. 
governments and multinationals" 
(Hakim 1987, p 25). 

Craig-Smith (1991) has noted that providing the context of a case-study is incorporated, the 

analysis can be considered valid. Thus the case-study can provide the basis for an in-depth 

analysis providing that conclusions are restricted to the context in which the case study has 

been selected. The case study approach therefore has been increasingly seen as the 

appropriate strategy to adopt when conducting research within an organisational setting. 

The Format of the Research 

The data types used in the research fell into four general periods and could be placed into the 

following categories: historical data, secondary data, primary data and 'ad-hoc' data. Historical 

data, in the form of documented histories, written reports and published accounts were used 

as the means by which background information about the organisations could be gained. This 
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historical data was supplemented by data obtained in the second period in the form of 

secondary data. The bulk of the data for this study fell into the third, primary, research period 

(see figure 14). The final period of data collection was 'ad-hoc' data. This took the form of 

regular updates of events through continued contact with key people after the primary-data 

research period was completed, allowing further analysis of any temporal consequences of 

observed events in the primary-data period. Background information also needed to be 

gained about the wider environment in which the case-studies existed. The nature of the NHS 

quasi-market and wider political environment that the NHST's operated in were therefore 

examined (see chapters 1 - 3), as were their individual histories. These are defined in more 

detail in chapters 7-9. Figure 14 illustrates the above process, and figure 15 provides the time 

period in which the research was conducted. Chapters 7 - 9 will now provide the empirical 

data. 

Figure 14. Theory, Concepts, and Data in the Research Process. 
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Figure 15. Break down of the Research Periods. 
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Table 16. First Round Interviews (numbers interviewed in brackets if more than one). 

NHST 
Person NHSTA NHSTB NHSTC NHSTD NHST E 
Interviewed 
Chief 
Executive 
Director of .r .r 
Contracts 
and 
Planning 
Medical ./ .r 
Director 
Clinical ./ (2) ./ (2) ./ (3) ./ (2) ./ (3) 
Directors 
Business ./ (3) ./ (2) ./ (3) ./ (2) 
Manager 
Business .r 
Support 
Manager 
Service I' ./ (4) 
Managers 

Table 17. First Round Interviews (numbers interviewed in brackets if more than one) . 

Organisation 

Person Interviewed Scottish Office West Area Health East Area Health 
Board Board 

General Manager 

Director of Contracts .r ./ 
and Planning 
Director of Strategic ./ 
Development 
Director of .r 
Commissioning 
Speciality ./ (Gynaecology) 
Commissioners 
Health Economists ./ (2) 

Director of NHST's ./ 
Scottish Office (SO) 
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Table 18. Second Round Interviews (numbers interviewed in brackets if more than 
one). 

NHST 
Person NHSTA NHSTB NHSTC NHSTD NHSTE 
Interviewed 
Chief 
Executive 
Medical .t 
Director 
Clinical .t (2) .t (2) .t' (2) 
Directors 
Business .t' (2) ./ (2) ./ (2) ,/(2) 
Managers 

Table 19. Second Round Interviews (numbers interviewed in brackets if more than 
one). . 

Organisation 

Person Interviewed Scottish Office West Area Health East Area Health 
Board Board 

General Manager 

Director of Contracts -:/ 
and Planning 
Director of Strategic ./ 
Development 
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Chapter 7: The Development of the NHS 'Quasi' Market in the 
West of Scotland 

Introduction 

The NHS quasi-market was introduced in the hope that competition between purchasers and 

providers would increase efficiency, quality, offer better choice, and lower costs. To return 

briefly to the conceptualisation of the 'new' NHS quasi-market, there was a purchaser/provider 

split, resources were allocated to purchasers in the shape of Area Health Boards (AHB's), and 

General Practitioner FundHolders (GPFH's), and hospitals became providers of healthcare 

services as NHST's. 

Chapter three examined the logic surrounding the development of an NHS internal or 'quasi' 

market. It considered the Main 3ppro3ches used to analys2 this market. These were 

orthodox neo-classical economic theory, the new institutional or transaction cost framework, 

and the social embedded ness approach. Chapter three also concluded with a discussion of 

empirical studies of the NHS market carried out in England. 

This chapter will describe and analyse the development of the NHS quasi-market in the West 

of Scotland. It will focus on the relationship of the market to the framework discussed in 

chapter three, and it will add to the empirical literature developed elsewhere. The chapter will 

be in three sections. Section 1 will discuss the views of the Scottish Office Management 

Executive in relation to the development of an internal market in Scotland. Section 2 will 

examine the empirical evidence relating to the two AHB's as purchasers in the West of 

Scotland. Section 3 will examine the empirical evidence in relation to the five NHST's as 

providers in the West of Scotland. Competitive strategic development can be dependent on 

the level of competition occurring between organisations within particular markets. This 

chapter as a result will inform the types of strategic behaviour that may develop in the case 
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study NHST's as a result of market development and the level of competition in the West of 

Scotland. 

The West of Scotland provides perhaps the best image of competition and possible market for 

healthcare in the Scottish NHS as a whole. There are four AHB's in the area, an increasing 

number of GPFH's, a small but never the less vibrant private healthcare sector, and a 

significantly large number of NHST's25. Finally the Scottish Office purchases 

tertiary services such as oncology and organ transplantation. The actors within the NHS in the 

West of Scotland consisted of: the Scottish Office Management Executive (ME); the AHB's; 

the GPFH's: the NHST's; and the Private Sector. These actors are illustrated in figure 16, and 

will now be discussed in turn. The researcher has used the term 'noise' to refer to the inter-

relationships between the actors within the market which will become apparent during the 

chapter. 

Figure 16. The NHS 'quasi' market in the West of Scotland. 
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25 There are in the region of 14-15 NHST's, the largest number in anyone area in Scotland. 
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Section 1: The Scottish Office 

Introduction 

The view of the Director of Purchasing at the Scottish Office was that there was not a single 

market as such within the Scottish NHS. The geography of Scotland would render this 

concept meaningless. There might not be the opportunity for competition in certain areas of 

the Country, (e.g.) the North of Scotland and the Islands. There was in reality, a 'series of 

situations' or a series of markets. There was a healthcare care system with some 

competition. The NHS was a public service, with competition occurring over certain issues, 

but not full blown competition as with commercial markets. There was also the perception by 

the Director of Purchasing that the market was not yet mature, as it only was in the last 3-4 

years that full purchaser/provider separation had occurred. The structural elements of the 

market were in place, but it would take time for both purchasers and providers to develop their 

new roles. 

The Director of Purchasing then talked about the use of specific 'levers' which could be 

operated in the market. One such lever was the mere threat of competition, contestability. He 

held the view that the Scottish AHB's did not want direct competition between their providers, 

but rather the mere threat of competition as a method of seeking service improvements. This 

mirrored Enthoven's (1985) conceptualisation of the development of competition within the 

NHS. The most important factor was the relationship between the centre and the periphery 

which would determine the nature of any competition and market that eventually developed. 

'There is a limit to the nature of markets, and where they exist they are established 
through custom and practice which are politically feasible, remembering that the 
NHS is a political system as well as a healthcare system" 
(Director of Purchasing, Scottish Office NHS Management Executive). 
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The Director of Trusts at the Scottish Office discussed what he called an unfettered market 

and an Social Democratic market. The NHS internal market should be developed along the 

Social Democratic market model, rather than based on an economic market model. The two 

market models are shown in figure 17 with an additional column to aid explanation. 

"We are all here for the patients. It should not be about short term 'rip-offs '. This 
might be all right for small chunks of business, and there should not be market 
regulation per-se, but contractual procedures via strategic contracting" 
(Director of Trusts Scottish Office Management Executive). 

Figure 17. Purchasing Mechanisms for the Internal Market in Scotland 
(Source: Director of Trust's, SODoH, 1996). 
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There were a number of distinguishing features of both types of markets, according to the 

Director of Trusts. There are, for example, different ideologies involved. A market model is 

more capitalist, whereas the social democratic model is based upon the social basis of 

society . 
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The pay-off in a market model is for immediate gain, whereas in the social democratic model, 

the pay-off is based on a shared dividend (the 6% return on all assets, see chapter 2, that 

NHST's had to make each year to the ME which is then put back into the NHS). The market 

economy is also often associated with the short term, whereas a healthcare market should be 

based upon the long term and on outcomes of care, rather than individualised items of 

service. 
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Section 2: The Purchasers 

East AHB 

Introduction 

East AHB had been financially squeezed by SHARE, and as a result had less resources to 

buy healthcare services. East AHB supported 7 NHST's, including community and acute, 

spread over a wide geographical area. According to the Director of Strategic Development at 

East AHB, some NHST's were accepting that the resources available from the AHB were all 

that they would be getting with some development money. However, some considered that 

they were working with no financial constraints. None of the NHST's had been accepting that 

the market was changing and that they would have to cut back on their costs. However, 

'lNHST E] is coming to realise that the money they have got is the money they 
have got and they will have to live with this and start looking at services, rather 
than at thA opposite end of it saying here are the services where's the money?" 
(Director of Strategic Development, East AHB). 

The Director of StrategiC Planning used as an example, NHST C in the City. There was a 

£500,000 gap on a continuing contract with NHST C. Some of this was due to in year 

pressures, new drugs and treatments. The issue became how to resolve this gap. Although 

there had been negotiations between the AHB and the NHST, the AHB had wanted the NHST 

to try to make efficiency savings, but the view of the NHST was that the AHB should stop 

buying services. 

"I had offers on the table FebruarylMarch to al/ the Trusts which were based on 
the previous for that years position plus adjustments, and although they were gaps 
they were small. By the last week in March I had taken them all off the table. On that 
basis they [the NHST's] then tum and say what are you going to stop buying. We 
take the line of OK. that's the money you tell us what are the best services that you 
can take cash out of with the least effect on the population. By and large they [the 
NHST's] then come back and say you are the buyer you tell us!" 
(Director of StrategiC Development, East AHB). 
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The Director of Strategic Development felt that many NHST's had not "wakened up properly to 

what a Trust is all about". For the Director of Strategic Development, 

UA Trust has got to market its services to GP's basically. That's where patients 
come from, that's where the money comes from ultimately, and yes they've got 
to push new services. Different parts of different Trusts have been quite successful 
in how they've marketed. They've gone out and spoken to GP's, they've won 
business, they've impressed. There's still some of them who have just got their 
head in the sand, we'll do what we want to and sod the GP's!. 
(Director of Strategic Development, East AHB). 

The Board had tried to use its power as a purchaser, and by and large NHST's had ignored 

the 'signals'. As an example of a 'signal', East AHB threatened to 'dock' financially NHST C 

for breaches of waiting time guarantees and other contractual issues. The figure quoted was 

£8000. However, East AHB never actually took the money from the NHST because it wanted 

the money as a bargaining tool. For example, there was the case of a patient who needed to 

travel with a piece of ventilation equipment which was old and needed replaced. The NHST 

asked if the Board would pay for a replacement ventilator. The Board said no, but if the NHST 

found the machine, the Board would forget about the breaches of contract. So the patient 

went away satisfied, the NHST lost no money, and neither did the Board. So there was a 

tendency to trade between East AHB and the NHST's it bought services from. This indicated 

that a relationship was beginning to develop between East AHB and NHST C which was not 

solely mediated by contracts. This supported Granovetter's (1985, 1992) claim that economic 

transactions have to be viewed as occurring through the medium of social relationships which 

are embedded between organisations. With regard to Sako's (1992) obligational contractual 

relationships discussed in chapter 3, there was a 'crisis' of a sort, and rather than resorting to 

the use of the contract, favours were carried out by both parties, the AHB, and the NHST. 
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Market Testing 

East AHB was one of the first AHB's in Scotland to tender a major clinical service, in this case 

the orthopaedic service for North of the river Clyde. At the time of the research this service 

was being provided by NHST C based on historical lines. When East AHB was formed in 

1974, it did not have the necessary infrastructure to provide orthopaedic services, and 

patients were sent to hospitals in the City, one of which was NHST C. The Orthopaedic 

services for the area were provided on a very minimal basis by general surgeons at Lomond 

Healthcare26 (LHC) NHST. However, for the major Orthopaedic procedures, patients would 

need to be transferred to other hospitals, for example NHST C in the city. The service that 

NHST C provided was fragmented. Its provision depended on the availability of trained staff, 

and some elements of the service were provided at both at LHC and at 

NHST C. Both East AHB and its GP's were unhappy with the service. When NHST Clost 

one of its consultants. the service to the North of the river virtually stopped. In consultation 

with the local GP's the Board decided to put the service out to tender in a market testing 

exercise. LHC would still provide a local service for some procedures, but the Board also 

wanted an out-patient presence at LHC for more specialist orthopaedic cases. Tenders were 

received from NHST C, NHST B, and NHST E. NHST E was awarded the contract. This 

represented an example of a purchaser market testing a service which was in the spirit of 

Working for Patients with NHST's competing with each other. However, the NHST's who were 

unsuccessful were extremely unhappy and suspicious that the awarding of the contract to 

NHST E was a political move designed to keep the service within East AHB and provided by 

one of the AHB's own NHST's. 

The tendering exercise for orthopaedics was not straightforward though. The Board, although 

it awarded the contract to NHST E pump-primed the initiative by around £8M of its own money 

26 Lomond Healthcare was one of East AHB's own provider NHST's. 
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which was the shortfall of where the Board was and where it wanted to be. This was a huge 

investment. 

In the first year of the contract there were a number of 'hiccups'. NHST E unfortunately 

incurred financial problems and had problems with operating theatre time. Normally, one 

operating theatre was staffed at all times for emergency work with a second having staff who 

were 'on-call'. Because of the orthopaedic contract, two theatres were having to be staffed 

due to the increased workload, and this had resource implications that were not properly 

considered in the tendering exercise. Most of the heavy orthopaedic work was done at NHST 

E, and this had led to waiting list increases. The service though was very good, according to 

the Director of Strategic Development, with excellent waiting times in comparison to nearby 

NHSTs. However, the waiting list had increased at the time of the research from 6 to 12 

months for all orthopaedic patients, including patients who lived in the area where the 

orthopaedic contract covered. There were reasons for this increase in waiting times. East 

AHB were not offering the patients of GP's, some of whom were GPFH's, a differential 

service. East AHB wanted all its patients to have equality of access. The problem, the 

Director of Strategic Development continued, was what the GPFH's would do if the waiting 

time for say a hip operation at NHST E was 6-12 months and another NHST said it could do 

the work with a waiting time of 3 months? How would the GPFH's react to their patients? At 

the time of the research the GPFH's were keeping with the NHST E contract, but if the waiting 

times increased any further they could reassess the situation and switch to another NHST. If 

this occurred it would have disastrous resource implications. both for East AHB and NHST 

East AHB almost went to another market testing exercise for priority services provision and 

went as far as beginning to draw-up service specifications. However. the NHST who were 

providing the service 'got wind of this' and dropped their prices by 25%. The possibility of 

27 NHST E after the contract was awarded recruited more orthopaedic surgeons and nurses 
to cope with the work load. 
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market testing was used as a threat to this NHST which worked, and the Director of Strategic 

Development was of the opinion that real cost savings would only be gained from the market 

testing of services. This was a good example of the issue of contestability, articulated by 

Enthoven (1985) and discussed by the Scottish Office, actually being used. However, the 

change in UK Government in the May of 1997 prevented the market testing exercise going 

ahead as its ideology was not based on competitive forces, but collaboration in health care. 
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WestAHB 

Introduction 

West AHB was one of the largest health authorities in the United Kingdom, and supported 

eight NHST's, both Community, Acute, and Dental. It was also one of the biggest losers along 

with East AHB concerning funding from the Scottish Office under the SHARE28 formula. In 

moving to SHARE parity it was to lose some £57M worth of income out of a total budget of 

£530M29 by the year 2000. 

The Acting General Manager of West AHB stated that there had been some developments in 

a local market in healthcare in the West of Scotland, but that it had been relatively modest. It 

had diverted some orthopaedic work from NHST A to NHST B because the waiting times for 

orthopaedics were "excessively long" at NHST A. The AHB had also contracted with a 

number of private hospitals in the last 2-3 years exclusively as a result of funding made 

available by the Scottish Office to tackle waiting lists, particularly in plastic, cardiac and 

cataract surgery. However, this was because its own providers did not have the capacity at 

that time to do the work in the time scale demanded by the Board. 

West AHB had also invited tenders for some clinical activity. This was not part of an overall 

competitive exercise as such, but for local competition for specific services. In this case it was 

cataract surgery. It was pointed out by the Board that this was specific. West AHB wanted to 

reduce the waiting time for cataract patients to a maximum of 12 months for all acute in­

patients and day-case patients. One of its NHST's, not used in the research, was already 

doing this type of work for the Board. This NHST would have been asked to treat an 

additional 150 cataract patients in the last four months of 1995. However, the NHST could do 

a maximum of 100, not 150 in the time span requested. 

28 . See chapter 2. 
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West AHB decided to tender the remaining 50 cataract procedures, and invited bids from the 

other NHST's in its catchment area and from local private hospitals. The tender was finally 

awarded to the NHST C. If the NHST that was already providing most of this service could 

have carried out all the work, then West AHB would not have tendered the outstanding 50 

cases. 

West AHB had not attempted to shift what it purchased, except as part of a strategic decision. 

For example, West AHB Board decided that from the summer of 1996, it would only buy in­

patient dermatology from two NHST's, NHST Band NHST C. The Board would no longer buy 

in-patient dermatology services from a third NHST which also provided the service. This 

business moved from this third NHST to NHST C. This move was economically and 

technologically driven, and also due to the medical Royal Colleges. It would be cheaper to 

provide the service on two sites rather than three due to falling patient numbers, better 

technology at the other two sites, and the Royal Colleges stipulated that a certain minimum 

number of cases should be treated by clinicians in training to maintain accreditation for 

training purposes. So the changes so far had been relatively modest. 

If West AHB had attempted to increase the risk and uncertainty by engaging in a much more 

aggressive style of purchasing and moving of business, in combination with the impact of 

moving to SHARE parity, the Acting Board General Manager said that the whole process 

would have become unmanageable. One or more of West AHB's NHST's could have run into 

severe financial difficulty and there would have been what he called "material turbulence", and 

much political unhappiness about this. West AHB, under such tight financial circumstances, 

had tried to manage and minimise the extent to which change had unfolded. For example, 

West AHB was attempting to move year on year, to price equalisation for services provided 

by al its NHST's through a cost benchmarking exercise using data that it had gathered from 

the acute sector, rather than using direct competition between its NHST's. The Board in this 

29 Source, West AHB. 
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way was attempting to get average prices for clinical procedures from all its NHST's. In the 

financial year 1995/96 the Board managed to extract a higher level of cost improvement 

savings from its NHST's than it had done in the past because of the benchmarking exercise. 

Some NHST's would be able to cope with this, others would have to examine their cost bases 

and ways of reducing costs. The Acting General Manager of West AHB continued on this 

theme and said that it was not a simple case of offering prices to individual NHST's. West 

AHB knew which of its NHST's were more expensive in relation to prices offered to the AHB, 

than the other City NHST's. The more expensive NHST's, the Acting General Manager 

continued, were offered "a little bit more uplift" than other City NHST's to give them time to 

address their cost bases. West AHB ranked its NHST's in a scale of 1 - 5, and used this scale 

"to make offers", of funding to individual NHST's. Although the City NHST's were forced to 

examine their efficiency, this was not as the direct result of competition between NHST's. 

In 1995/96 some 203,000 in-patients and day case patients went through West AHB's acute 

hospitals. The AHB took the view that attempting to agree contracts with the six acute 

NHST's for this number of patients at individual procedure level was not practical at that point 

in time because of the difficulties of monitoring the process. Transaction costs would also be 

a problem. The Acting General Manager of West AHB gave an example of a City NHST 

quoting the cost of a clinical procedure ranging from £250 in 1994, £130 in 1995, and £180 in 

1996. As a purchaser, information on which to base contracting decisions could not be made 

when prices fluctuated so much. However, by averaging the prices offered to NHST's, this 

uncertainty could be removed. 

The Acting General Manager of West AHB in a follow up interview eight months later indicated 

that there had been several changes, although much continuity could also be observed in 

relation to a market and competition for healthcare in the West of Scotland. One of the key 

points was that of what the GP's wanted, as it was GP's who refer patients to hospital, not 

AHB's. 
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West AHB's priorities had continued to be one of driving out the excess cost through the cost 

benchmarking exercises. The Board had continued to use this mechanism as a means of 

leveraging out the excess cost in the system to force the NHST's to examine their efficiency 

and enable the AHB to continue to purchase clinical services with the reduced level of funding 

allocation that was available to it under SHARE. This remained the more likely approach than 

more wholesale movement of activity between NHST's. It would also leave West AHB with 

resources that were put into a development fund that NHST's could bid for to support existing 

services, or develop new services. West AHB was not convinced that the wider use of 

tendering for clinical services had a role to play in the City, and never had the view that there 

would be a true market in the NHS. There were too many restrictions, not least the financial 

impedimentsand the political constraints and sensitivity that would revolve around making 

some of changes that might have the potential to flow if a market was set up. 

"Letting the market rip, politically, is not practical. This is an alternative to the 
approach lIsed by [East AHB] who packaged a whole service, orthopaedics, 
and put it out to tender to a number of Trusts. [West AHB] would not want to use 
such an approach because of the potential for volatility that might unfold from 
tendering for clinical services. The volatility could be difficult to manage in a 
situation where much volatility already exists" 
(West AHB Acting General Manager). 

When pressed further on East AHB's market testing exercise, the Acting General Manager of 

West AHB had definite views on the matter which questioned the rationale behind East AHB's 

decision. 

"They [East AHB] got into real difficulty. Whatever story they will wrap around 
that, for some significant time I think they were doubting the wisdom of what 
they had done. I think it will be interesting to see what unfolds from that" 
(Acting General Manager, West AHB). 
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General Practitioner FundHolders (GPFH's) 

Introduction 

Although not directly included in the research, GPFH's were another group of purchasers who 

could use their purchasing power to bring an element of competition into the NHS in the West 

of Scotland. In this way there could be a true market structure of many purchasers and many. 

providers. However, GPFH had been slow to take off in Scotland (see table 7 in chapter 2). In 

the West of Scotland GPFH's were situated in specific 'clusters' in particular areas. 

The Director of Purchasing at the Scottish Office said that the government's target for 

population covered by GPFH's in Scotland was 40%, and in fact the coverage at the time of 

the research was 45%, and would reach 50% by April 19973°. He continued to state that, 

although there is not yet a critical mass of GPFH's, it was only now that NHST's were 

recognising that purchasing power was switching from AHB's to GPFH's. 

Of the two AHB's used for the research, West AHB by far had the larger number of GPFH's. 

With East AHB, GPFH's had not taken off in a big way, and at the time the research was 

conducted there were only five GPFH's in East AHB's catchement area. East AHB at first had 

been somewhat apprehensive about GPFH's as it felt that they could take away a sizeable 

proportion of its budget, and as a result problems with their contracting could occur. The 

Director of Commissioning at East AHB had visited all prospective GPFH's and talked to them 

about the advantages and disadvantages of GPFH with the hope that some of them would pull 

out of the scheme. However, none of them had pulled out of the scheme, and East AHB's 

concerns were never realised. 

30 Table 7 in chapter 2 illustrates the final breakdown of GPFH figures for Scotland. 

178 



West AHB purchased £530M worth of healthcare services through contracts, mainly with 

NHST's but with other healthcare organisations in 1996. GPFH's in aggregate in the City 

were responsible for less than 10% of this figure. Some GPFH's had used the private 

healthcare sector as a means of driving out savings from NHST's. West AHB gave the 

example of a GPFH in the West of the city. This GPFH transferred his GI31 endoscopy 

referrals from NHST C, to one of the City's private hospitals because the price quoted from the 

private hospital was 40% cheaper than that quoted by NHST C. NHST C then dropped its 

price for this procedure for the next year, and the GPFH moved his business back to the 

Trust. Although this is anecdotal, this would represent evidence of a purchaser using its 

purchasing power to force a provider to reduce its costs and improve its efficiency. 

West AHB was convinced that cross-subsidisation was occurring at this NHST, but it was very 

difficult to see where some of these cross-subsidisations32 were going on in the system. This 

was an example of what West AHB called the many "games" that were played around this 

area, and "what you get is punch and counter punch". 

"At one level, it is not really credible that this Trust has dropped its prices for this 
service by this amount. Our ability, and the GPFH's ability, to try and see where 
they [the NHST's] have buried the cost in another bit of their profile really is quite 
difficult" 
(Acting General Manager West AHB). 

The problem that this loss of GP fund presents to an NHST, the Acting General Manager 

continued, would be that it would leave a 'hole' in its contract income stream, and this hole 

could not just be bridged by avoiding the costs that it previously was incurring. 

31 GI, gastro-intestinal. 
32 Cross-subsidisation was not allowed under the 1990 NHS Act which created NHST's. 
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The NHST would save on some of the marginal costs, but would not save anything on staff 

costs out of this kind of arrangement. 

If they [the NHST'sj come back to the Board, currently as the main 
purchaser and say, well you know, I'm helluva sorry, but with this FundHolder 
that has moved that business away, we've lost £40,000 of income. We can 
only reduce our expenditure by £15,000, so there is a £25, 000 burden on the 
rest of the system as a consequence, we [West AHB] are not very thrilled, and 
get stuffed! is likely to be the answer, and go away and find some other way of 
dealing with it" 
(Acting General Manager West AHB). 

The Acting General Manager of West AHB recognised that this was a real complication, and 

he suspected that there will be other such moves and 'games' in the future, because when 

GPFH's and other AHB's take away business in these circumstances, 

"They [the AHB's and GPFH's] will want to walk away with total cost, but the 
Trust will be in real difficulty in trying to shake total cost out of the system. 
GPFH's have been much more aggressive around price negotiations, and 
/13ve used Uk" as their main lever for trying to drive down the costs of hospital 
services" 
(Acting General Manager, West AHB). 

West AHB was aware that some GPFH's had gone to NHST's and guaranteed to send a 

minimum of 90% of their referrals, but were wanting a discount, for example 5%. 

"So the Trust's weigh this up and say on balance this is probably the better risk 
for us to take, so they take a 5% hit and go away and see how they can cover this, 
and play it back into [West AHB] in a way that they think the Board will not be able to 
find" 
(Acting General Manager, West AHB). 

So there was evidence, although anecdotal, to suggest that the NHST's who contracted with 

GPFH's and AHB's were behaving opportunistically by attempting to recoup any cash shortfall 

from AHB's (Williamson, 1975,1985). 
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NHST's and GPFH's 

The Chief Executive of NHST 8 saw GPFH 's as the only true "causing consequence" 

purchaser. The GPFH's were the only true purchaser where the consequences of failure to 

win or maintain GPFH business would be significant. 

"If I win FundHolder business that I previously did not have, that's real new money 
to me, its real new patients, I recover money that gives me an opportunity. If I lose 

FundHolder income that is real money that does not come in, and if it is underpinning 
my expenditure, that gives me real cost pressures. But FundHolders in [the City] are 
still very much at the margin. Our total FundHolding income this year is about £2. 2M 

outof£91M" 
(Chief Executive NHST 8). 

The Chief Ex.ecutive of NHST A thought that GPFH would have an effect on funding to the 

Trust because as a matter of course NHST A expected to lose 10% of its GPFH's funding 

This was due to a number of reasons; poor fund setting33, although the variation is becoming 

less on this aspect; failure of the Trust to get invoicing out to the GP's so they refuse to pay; or 

because GP's 'play the system'. 

"Playing the system can either be legitimate in that the GP's are finding a better 
service, however they define this, or they are playing the system in a way which is 
less acceptable" 
(Chief Executive NHST A). 

The Chief Executive of NHST 8 perhaps summed up the existence of GPFH's and what it 

could mean for NHST's, 

"They are very much the proverbial irritant. They are big enough to be trouble if 
you lose the money, and they are not big enough to make you build bigger services 
to win the business" 
(Chief Executive NHST B). 

33 The money allocated to the GP's fund. 
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Section 2: The Providers 

NHSTA 

Introduction 

With respect to the development of a market for healthcare developing in the City and the 

West of Scotland, the Chief Executive of NHST A commented that there had not been much in 

the way of tendering of specialist services by AHB's as a means of comparing the prices of 

acute providers. Tendering had occurred in the North of Scotland, where an AHB thought that 

NHST A might be interested in some services, and there was the much celebrated East AHB 

orthopaedic services tender. However, these examples were not directly impacting on NHST 

A's catchment area. Information was, he continued, an important ingredient within any 

market, but was a problem in the NHS market in the West of Scotland. 

"For a market to work, there needs to be perfect information, which is always gOing 
to be elusive, available to any prospective purchaser. Perfect information is always 
going to be a problem whenever you start talking about pricing. There will always be 
an initial debate surrounding this issue, and making this information available will 
begin to happen" 
(Chief Executive NHST A). 

For the Chief Executive of NHS A, competition where it existed, was for scarce resources. 

GP's were becoming far more important points of change in the market place. When he first 

arrived at NHST A and actively went out to see local GP's, there was a real sense of surprise 

that anyone from the hospital would want to go out and meet with them. It was now becoming 

much more routine, and the GP's expected it. 
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The BM for the Directorates of Accident and Emergency (AlE), Burns and Plastics, and 

Obstetrics and Gynaecology said that there was a definite perception of competition with 

these specialties. With Obstetrics it was becoming very competitive, especially with the 

proposed closure of one of the City's smaller maternity hospitals34. There was no competition 

with gynaecology, it was a core service and as such every City hospital which provided the 

service would have to maintain it. The maternity unit on the NHST E site had also being given 

the go-ahead to redevelop35. The BM said that West AHB had done a survey of all the GP's 

on the Southside of the City. It found that GP's would refer 53% of their patients to City 

hospitals, while the remainder they would send to NHST E outside the City, so NHST E could 

become a competitor for maternity services in the South-side of the City. 

The Directorate had an infertility sub-specialty contained within it. This came under the 

general heading of the Assisted Conception Unit (ACS). With ACS there were a number of 

different types of treatments available36. In 1996 the Directorate promoted IVF, but cut back 

on some of the other ACS procedures. There also would be a new treatment for male 

infertility becoming available in 1996/97, ICSI37, and the Directorate would certainly be 

promoting it to attract business. With IVF, AHB's in the past did not consider it a priority up 

until 1995. However, one AHS started buying it, and many more AHB's had become 

interested and made purchases of the procedure. The service had been developed over 

many years, but had not been well marketed. Other NHST's, such as NHST C which also 

provided an infertility service, and the private sector were now seen as direct competitors for 

this service. This Directorate was actively marketing its ACS service in light of the perceived 

developing market. 

Eight months later after the initial interview, and as a result of increased marketing of the ACS 

programme, there had been an increase in the number of contracts for 1996/97. Competition 

34. Under West AHS's maternity services review. 
35 As a result of East AHB's maternity services review. 
36. Such as IVF, GIFT, ZIFT, lUI, Egg Donation, and Micro-assisted fertilisation (MAF). 
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for ACS had increased, mainly in relation to the private sector. For example, Ross Hall, a 

private hospital, had been actively marketing this service on local radio and local newspapers, 

whereas NHST A was not allowed to do this. 

There was a paradox however. With reference to a market, the SM said that this was more an 

idea than a reality. AHS's were still working on block resource allocations to the NHST's who 

contracted with them. Typically, last years budget plus an amount for inflation. Competition 

where it existed was coming more from the private sector such as with the ACS. West AHS 

may still control the majority of the "market area" where it exists. There had not been any 

major shifts in contracts. GPFH's were only buying "bits and pieces" of work, not whole 

packages of care. For this SM, the market, where it existed, was 'managed' either by the 

AHS's or the Scottish Office. 

Another SM had a portfolio consisting of General Surgery, Orthopaedics and Cardio-thoracic 

surgery. She saw competition being evident in all these specialties. With Cardio-Thoracic 

surgery, there was no competition as such, but the threat of competition was present. 

Aberdeen treated Cardio-Thoracic patients from the North and North East of Scotland. 

Edinburgh did likewise with patients from the South and South-East of Scotland. NHST A 

treats patients from the West and South-West of Scotland. NHST A also competed with other 

UK Cardio-Thoracic transplant centres as well as with the private sector, such as Health Care 

International (HCI), a private hospital, near the City. 

Eight months later in a follow up interview, the SM for these specialties said that competition 

had increased in certain areas. With Cardiac surgery, competition had increased from the 

private sector. The two main hospitals providing competition were Ross Hall and HC!. This 

had been as the direct result of increasing GPFH numbers. However, the NHST had not 

made any attempt to measure competition and its effects. 

37. Intracytoplasmic sperm injection which is part of the MAF techniques used for male 
infertility. 
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The impression given to the researcher was that competition was measured using 'soft-data' 

such as perception or reputation, and on figures provided by West AHB and the Scottish 

Office in relation to patient referral patterns. 

In terms of reacting to the competition in Cardiac surgery, there was a specific staffing 

problem with ICU38 nurses. There was a national shortage of trained ICU nurses. The only 

way of reducing costs and so being more competitive, the BM continued, would be to increase 

patient throughput. The Directorate was finding it difficult to increase throughput because it 

did not have the staff. HCI, for example, had no problem with staffing since it could fly trained 

nurses up from London, therefore could do the work. 

At the end of 1995/96 additional funding was made available by the Scottish Office to reduce 

the waiting list for Cardiac surgery, and some of the Directorates patients were removed from 

its waiting list and had the procedure done privately. Both Ross Hall and HCI treated half 

these patients each. HCI at this time had only two full-time cardiac nurses, and the rest were 

flown up from London. NHST A could not compete with this, as it was limited to using the 

facilities and staff that already existed at the NHST. So there was a problem in reacting to 

competition from the private sector due to resource constraints at NHST A. 

NHST A competed on several variables such as price, quality, and reputation. With 

Orthopaedics, its waiting times for out-patient consultations was very good in relation to 

competitor NHST's. With Cardiology and Cardio-Thoracic surgery and Burns and Plastics, it 

competed on reputation, as well as experience in handling difficult or unusual medical 

conditions. With Surgery, the NHST competed on price. Competition varied between 

specialties, Cardiology and Cardio-Thoracic surgery, for example, were very lucrative. 

However, the 8M indicated that there seemed to be enough work going around outside the 

very specific speCialties to keep all of the Trusts in the City 'going'. Table 21 at the end of the 

chapter summarises the state of competitive play at NHST A. 
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NHSTB 

Introduction 

The Chief Executive of NHST B commented that there was a "quasi" market in certain aspects 

of healthcare, but it tended to be around what he described as the 'opportunistic' development 

money. It was not based around the core business of NHST's. There had been no attempt to 

rationalise the number of providers on the basis of an assessment of cost, quality and 

efficiencies in service provision. There was most certainly a market in development bids or 

funds where a sum of money was set aside by West AHB (see earlier) to develop or support 

existing services. A range of providers would then try to demonstrate why they should be 

chosen to take the service forward. There was also a "market" at the margin around growth in 

basic activity where an NHST marketed itself with a group of GP's who start referring to the 

NHST in different numbers to the historical level. However, the Chief Executive pointed out 

that this additional income was not gained at the expense of any of the other City NHST's. 

"you use that as an opportunity to get growth out of the purchaser. If you take an 
example at the moment in [the City], there has been a growth in Orthopaedic 
referrals to [NHST B). That has not been matched by a Significant drop in referrals 
to [NHST A] or to [NHST C). That growth we use to persuade the purchaser to 
provide us with additional income, but it is not at the expense of[NHST A] or 
[NHST C). It is out of the development fund" 
(Chief Executive NHST B). 

The contracts were supposed to be the mechanism through which purchasers and providers 

related to each other. However, the Chief Executive of NHST B said that the formal contract 

was not worth all the effort that goes into it, 

"its, regrettably, a semi-legal way of expressing each parties rights and obligations. 
But the business of health is through a dynamic that the rights and obligations that 
both parties confer on each other are meaningless. We are an ill-health treatment 
service, and therefore we have to deal with patients. They turn up at the front 
door and we have to treat them. The true part of the contract is the relationship 
where if I pick up the phone and say, I don't have to money to treat the people 
turning up at the door, it is the relationship I have with the [Purchasers] that will 
move the Trust forward or not" 
(Chief Executive NHST B) 

38 ICU, Intensive Care Unit. 
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This supported the argument proposed by Granovetter (1985, 1992) and empirically 

demonstrated by Ferlie et al (1996) and Ranade (1994) that markets in the NHS were 

relational. The contracts NHST B had with West AHB were really service level agreements. 

They were not legal, had no legal status, were not enforceable, and there was no court of 

appeal. He saw these service level agreements as an attempt to move forward NHS 

management, but they did nothing except describe the resources that an NHST could have to 

treat a certain number of patients. The contract was simply words that gave no enforceable 

black and white answer. In reality, the Chief Executive stated, it committed West AHB to have 

talks about talks, and committed NHST B to have talks about talks. 

"What they [the contracts] clearly do is they force you to understand that if the 
patients do not come you have no right to the resource. In the old days you got paid 
for being open whether anybody came or not. Now you actually get paid for delivering 
careo But when you treat more patients, you do not get more money, you get an 
opportunity to talk to the purchasers about treating more patients, and whether they 
generally want you to treat more patients or just put them on the waiting list. Then 
there is a clause which says that if the Health Board agrees that you should treat 
more patients, there's another clause which says the health board wt71 then talk to 
you about talks to define costs which they might pay" 
(Chief Executive NHST B). 

The Clinical Director for orthopaedics at NHST B saw his Directorate's main competitors as 

being the other Southside NHST and NHST C. However, the Directorate did not intend to 

invade their territory. The Directorate was actively examining ways of providing services which 

were not already being provided, or if they were, on a small scale. The example given was a 

hand and upper limb service. A consultant who specialises in this field was appOinted 3 years 

ago. NHST B had to show GP's, and indeed remind them, what services it could provide. 

The paradox of competition returned again. It was hard to say whether competition existed or 

not, the Clinical Director argued. In the short term he expected to see no change in referral 

patterns from GP's, nor AHB moving contracts. 
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The Orthopaedic Directorate had done quite well out of the changes at a local level but, 

"The market is a complete non-event, and there are no signs of any changes. 
Having a full market would be folly if it meant that hospitals would be closed. 
Strategic change in the NHS has been stifled by the purchaser/provider split" 
(Clinical director, Orthopaedics and AlE Directorate NHST B). 

The BM for the Surgical Specialties Directorate at NHST B saw Urology as having the 

business 'tied up' for the South side of the City. However, there were other hospitals where 

patients had "leaked" to. These other hospitals included NHST C, NHST A, and NHST E. 

She said that she would have to examine why this "leak" had occurred, find ways of stemming 

it and attempt to get these patients back. This may include the prices offered to GPFH's, 

although there were not many of them, and improved transportation to NHST B. So 

competition, or the threat of competition was beginning to be considered at this NHST. 

The BM for the Obstetrics and Gynaecology and Theatres Directorate within NHST B stated 

that there was no internal market in Scotland. He had worked as a BM within an NHST in the 

East of Scotland and used Lothian AHB in the East of Scotland as an example. Lothian AHB 

determined the prices that each of its 6 NHST's offered for clinical services, averaged them 

out, and paid the average price. Price did not matter, so where was the competition he 

asked? Any additional activity to be gained was from GPFH's which would be only marginal. 

However, the paradox of competition and a market arose again. The BM then stated that the 

Directorate's competition came from the NHST E, NHST C, NHST A, and the other City 

NHST's. 

"You cannot get a feel for market share. You can get some idea of a market. 
But data is very crude, as is the costing. The problem about such data is the 
question of what you are going to do with once you have it? How are you going 
to compete with other hospitals? The Directorate is good on quality, but price is 
one of the biggest problems in the NHS. There is only one purchaser for Obstetrics 
and Gynaeco/ogy services, and would they be willing to shift 500 or so patients 
from another maternity unit because [NHST B) offered better prices or quality?" 
(Business Manager NHST B). 
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Eight months later in a follow up interview, the competitive position was still the same. There 

were still the same number of NHST's. What had changed was the depth of strategic analysis 

that was undertaken, and the perception that the Directorate had of its environment. For 

example, procedures were now broken down into which GP's referred the patient, the patients 

post code, demography, marketing strategy and market share. The Directorates were taking 

more cognisance of market information which was now becoming available. Table 21 at the 

end of the chapter summarises the state of competitive play at NHST B. 
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NHSTC 

Introduction 

The Chief Executive of NHST C saw the 'market' concept as implying that purchasers decide 

where to buy depending on service, price and other factors such as quality. To this extent 

there was not a particularly active market, although it is true that some services have moved. 

By and large there had not been much movement of services in so far that purchasers had 

decided that one NHST was doing a better job than another. The example of East AHB 

tendering its orthopaedic service came up again (see section one). 

"One of the difficulties of course is that nobody is quite sure if they have got 
the right information to make purchasing decisions" 
(NHST C Chief Executive). 

She said that in true markets there is perfect information for people to make purchasing 

decisions, and using the example of East AHB, 

"The Trusts who were losing the service, that is us, were quoting costs including our 
overheads, whereas the Trusts who were quoting to take over the service were 
quoting on marginal costs. While those sort of rules are still around in the system, it is 
going to be impossible for anyone to hang on to the services they have got. So there 
are some major difficulties in the rules and regulations of the market, and I would 
query just how good the information is to make purchasing decisions" 
(NHST C Chief Executive). 

Again there was the problem concerning market information being available to the purchasers 

to allow them to make purchasing decisions. The other issue was around quality, which in the 

Chief Executives view was not generally well understood by purchasers. Purchasing decisions 

were being made largely based on price. And the prices offered by NHST's could be either 

based on total costs as in the above example, or on marginal costs. There was no specific 

rules for pricing. 
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The issue of market competition was raised with her. In terms of new entrants to whatever 

market was beginning to evolve, she had definite thoughts. These were related to the issue of 

contestability and information being available to make purchasing decisions, 

"but I don't think it's a wildly significant threat at the moment [new entrants}. 
but it will probably develop into being a threat as we get more sophisticated in 
contracting. and again this is based on the information becoming available to 
purchasers" 
(Chief Executive NHST C). 

The Chief Executive of NHST C also thought that purchasers could use their power more than 

they were doing. Purchasers, 

"have very Significant power, but most of them don't use it at the moment. Again I 
would suggest partly because they don't have very good information on which to 
use it [power] and partly because of the political sensitivity" 
(Chief Executive NHST C). 

This political sensitivity reinforced what the Scottish Office had said concerning market 

development based upon custom and political feasibility. The contracts with West AHB did 

not clearly state what was expected from NHST C, but the implications were that the NHST 

delivered the contracted amount of activity and that it conformed to waiting time guarantees. 

The present system of contracting was also ineffective, she continued. There were a large 

number of people involved in purchasing, according to the Chief Executive, but they had no 

power. Ultimately, decisions were made by a small 'clique' at AHB level who on occasion 

would act opportunistically (Williamson, 1985). The AHB would be acting opportunistically by 

not paying the NHST for the work that had been done, while not agreeing to reduce activity. 

"The difficulties arise, of course, where activity is going over contract, and hither 
to [West AH B] have not been willing to bite the bullet and either say to us control 
activity. which in many cases we are quite willing and able to do, nor would they say 
they were going to spend more money. We had a situation at the end of last year 
where we were most unhappy because we had gone over activity, but it was too late 
in the year to do much about controlling it, and [West AHB] wouldn't pay us" 
(Chief Executive NHST C). 
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NHST C had also approached West AHB before the contracted level of activity had been 

reached when there was the possibility of going over contract. However the response from 

West AHB was non-committal. There was no assurance given by West AHB that additional 

funding would be made available and implied that NHST C would have to bear the costs of 

additional work undertaken without prior agreement, and hence the risk involved. With West 

AHB. 

'They contract on the basis of historical patterns, rather than reviewing the 
situation. I would be very supportive of developing services, but there comes 
a time when you cannot develop your services and carry on with historical patterns, 
and then a choice has to be made by Health Boards, and I don't think that Health 
Boards choose, I believe it is being left to the Trusts" 
(Chief Executive NHST C). 

The significant change of referral patterns, for example due to the tendering of clinical 

services, was made by East AHB. This has been discussed earlier in the chapter. The 

question was just how NHST C's Orthopaedic Directorate, which did not win the tender, 

reacted to this exercise. The Clinical Director for Orthopaedics did not view this loss as a 

problem for the Directorate. The terms of the contract would have meant that a service would 

have to be provided at four hospitals in the West and upper West of Scotland. What East 

AHB were wanting was unrealistic in his eyes, and he would never have attracted the 

consultant staff to do it. 

The NHST did this work on historical lines as East AHB, when it replaced the old Western 

Board in 1974, did not have the facilities to provide orthopaedic services. The Directorate 

never competed and lost the contract, according to the Clinical Director. The Clinical 

Director's opinion was that the NHST never really had it to begin with. The tender was much 

greater in scale and more involved that what the Directorate was actually doing. As a result of 

this "loss" the Directorate would now be able to reduce the waiting times and the in-patient 

guarantees for its main purchaser, West AHB. The BM for the Directorate saw NHST E as a 
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competitor primarily because East AHB tendered its Orthopaedic services for North of the 

river, and the Directorate, which was already providing the service, was not successful. 

The Clinical Director saw the other NHST's in Glasgow as competitors for Orthopaedic work. 

NHST B, because of its close geography, was NHST C's main competitor, particularly due to 

what was perceived by the Clinical Director, as the 'predatory' nature of NHST B's Chief 

Executive. The Directorate competed for business in the broadest sense of the word. If there 

was a large number of GPFH's, or if West AHB decided to take either, all of its Orthopaedic 

business, or a significant proportion of it, and move it to any other NHST, there might be a 

problem. However, this was seen as being unlikely. There were potential competitors, but at 

the time of the research they did not have the infrastructure to take Orthopaedic business 

away from NHST C. This, if it occurred, would take place over a period of time. So 

competition may have been present but nothing like micro-economic text book theory would 

suggest, for example, with new market entrants, information available to purchasers and 

providers alike, and the advertising of products or services. 

"There are competitors, but then again they are not really competitors. It is not 
the same competition as a new superstore opening on the other side of the river. 
The healthcare market in [the City] is sterile. It may be different if there were more 
GP FundHolders" 
(Clinical Director, Orthopaedics, NHST C) 

The Clinical Director for General Surgery and ENT39 at NHST C did not consider that there 

was competition per-se, but a mini "managed market". HCI in Clydebank was seen as the 

main competitor and the Southside NHST's (which numbered 2) were attempting to 'take' 

vascular work away from NHST C. but the Directorate was not too concerned with this. These 

hospitals were trying to build up their services as they saw NHST C and NHST A as the two 

"big" hospitals in the City at the time of the research. The Clinical Director did not consider 

that there was a market for surgery in the West of Scotland. His Directorate could not 

39 ENT, Ear Nose and Throat surgery. 
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suddenly do the surgical work of another hospital, although it could perhaps do some of it by 

finding extra space. The paradox of competition and markets again appeared and it may have 

been related to confusion surrounding what a market was, how it operated and how 

competition was supposed to work. 

The BM for general surgery and ENT considered that for most of the Directorate's services the 

main competitor was NHST A, but with the size of the City and its geography, it did not cause 

any problems. NHST B, as already indicated, was trying to develop vascular services which 

could cause some conflict in the future, so would be considered as a competitor. For breast 

cancer, the Western General Hospital in Edinburgh could be a competitor, as there are a few 

patients in nearby AHB's who could go either to the City or Edinburgh for treatment. East 

AHB's DGH's were seen as a potential threat, although not at present. She was also aware of 

East AHB's plans to develop its own services locally with a view of becoming more self 

sufficient. The Directorate's competitors provide a total service, rather than a niche part of its 

work. The Directorate itself was the main Regional Centre for breast surgery, and was the 

only hospital in the area which offered a lung perfusion service. The private hospitals in the 

area were not considered to be competitors, although some GPFH's had bought some 

surgical services from the private sector. At the time of the research, competition was more a 

threat than anything else. The market in healthcare in the West of Scotland was still in its 

infancy with patient referrals based on traditional patterns. 

The Clinical Director for the Directorate of Surgical Specialties and Nephrology at NHST C felt 

that there was no market for the Directorate's specialties in the Glasgow area at the time of 

the research. All of the NHST's in Glasgow had to provide core services, and Gynaecology 

was one of these. This was for general procedures and services. He continued by suggesting 

that competition and a market would only exist on the margins of the Directorate's service. 

"However, once you begin to sub-specialise this is where there will be a degree of 
flexibility. and a market could develop in these areas. These sub-specialties will vary 
from Trust to Trust. This could be described as a niche part of a service. It may well 
be that all patients requiring gynae-oncology go to [one NHST]. or requiring 
termination of pregnancy go to another Trust" 
(Clinical Director Surgical Specialties and Nephrology, NHST C). 
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The BM for the Directorate of Surgical Specialties and Nephrology saw competition for 

Gynaecology coming from West AHB's other NHST's. The Directorate did not provide 

anything different in relation to Gynaecology that the other City NHST's. Of the total number 

of Gynaecology patients, 98% were from the City and were local. However, the BM 

continued, the Directorate had to be aware of its costs compared to the other City NHST's. 

For renal medicine, the competitors were NHST A and the other Northside NHST, but they all 

served different areas. NHST A served Lanarkshire AHB, and NHST C served East AHB. 

Competition was not seen as being important as the other City hospitals were facing similar 

problems in these areas. She was surprised that urology patients, for example, were still 

being referred to the Directorate, as the waiting times for these procedures was much longer 

at NHST C, than its 'competitors'. There was nothing to stop GP's referring to other hospitals, 

but the services provided at NHST C were seen as being of good quality, and if they were 

emergency referrals, they would be seen by NHST C clinicians faster than at the other City 

NHST's. Referrals were also continUing along l1istoricallines. The Directorate had a 

monopoly in renal transplantation for the West of Scotland, and was internationally recognised 

as a Centre of Excellence. There was also expertise in Renal Oncology with a urologist 

specialising in this field working with NHST C's oncology Directorate. Andrology was another 

area where the Directorate had specialist expertise, and there was the potential to increase 

the Directorate's activity. 

"You have to look to your strengths, and there will be things that the Directorate 
does that nobody else does, and that there is a demand for" 
(Business Manager, Surgical Specialties and Nephrology Directorate, NHST C). 

Table 21 at the end of the chapter summarises the state of competitive play at NHST C. 
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NHSTD 

Introduction 

NHST D was a specialist Paediatric hospital. For its Chief Executive, there was no evidence of 

a market but, 

"people are playing "quasi" games around the market, but in essence the 
impact has been at the margins, not at the heart of their business. It is a very 
complex area" 
(Chief Executive, NHST D). 

The idea that competition, as opposed to the traditional definition of a market, did not exist 

before the NHS reforms was, according to the Chief Executive, nonsense. Medicine 

traditionally had been seriously competitive for the last 40 years, and had been particularly 

competitive in the City, but not in market share terms. Competition was based on seeking to 

enhance the share of funds, especially for service developments and reputation. Rather this 

was more in terms of the development of services, the development of sub-specialisZltion, and 

units being able to secure their reputation on the basis of specialist service developments 

which had strong links with research and the Universities40. The City hospitals had been 

intensely competitive well before the advent of the NHS reforms attempting to get their share 

of resources for major service developments. 

"One of the tensions of the reforms has been, in allowing this competitiveness 
and market to behave in this way. It has become clear to many people that this 
has been a demand driven model, not a needs based model" 
(Chief Executive NHST D) 

NHST D's relationship with its main purchaser was seen by the Chief Executive as being 

collaborational. The SHARE problem created revenue pressures within NHST D. Purchasers 

had less money to buy more. West AHB was very supportive of NHST D, but recognised that 

NHST D might not get all that it wanted. NHST D had to find ways of finding investment 
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resources, while providing core services to its purchasers. The contracts which NHST D had 

with West AHB did not mean anything in terms of events that unfolded later in the year. 

However, the Chief Executive alluded to the fact that other components of the contract were 

seen as being valuable. The contracts did not cover all eventualities and risks outside the 

contracts. The discussions with West AHB had been difficult, not in regard to the nitty gritty of 

the wording of contracts but with regard to sharing risk. 

'lNHST 0] exposing what its underlying position was, and [West AHB] exposing 
what it can do about it, acknowledging what its financial position is. The contract 
is not the end all and be all of[NHST D's] relationship with [West AHB]" 
(Chief Executive NHST 0). 

This was further evidence of social embeddedness as described by Granovetter (1985, 1992) 

and demonstrated by Ferlie et al (1996) and Ranade (1994). The Chief Executive gave the 

example of a consultant at NHST 0, who by chance, discovered a new form of treatment for a 

child. However, this treatment would have cost the NHST in the region of £250,000. It posed 

a serious financial and political risk if NHST 0 said it could not afford to treat the child. 

"We dealt with it and sorted it, the contract was no where to be seen. Healthcare 
is surprisingly unpredictable, but it is unpredictable in a way that very small 
changes in volume terms can lead to key financial pressures within Trusts. The 
contracting process is useful if it is managed properly, however, the contract 
document is a negative force in securing a long term relationship with purchasers. 
This is only one example of many things, they happen all the time. [West AHB] 
found the money to pay for the treatment" 
(Chief Executive NHST 0). 

This was an example of Sako's (1992) comments in chapter 3 regarding obligational 

contracting. NHST was in a 'crisis' of sorts. It needed to treat the child, but did not have the 

resources to do so. The AHB responded in a manner that indicated a particular type of 

relationship had been built up with the NHST. This type of example could not be written into a 

contract, and West AHB could have said no as it was not written into the contract. However, 

the Chief Executive of NHST 0 was of the opinion that invoking contracts would not establish 

a long term relationship. Contracts, in this sense, were of very little value. The NHS market in 

40 This was driven in the main by the internal politics of the academic chairs in a number of 
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the West of Scotland gave the impression therefore of being relational, and socially 

embedded. Table 21 at the end of the chapter summarises the state of competitive play at 

NHST D. 

specialties attached to the City's teaching hospitals. 

198 



NHSTE 

Introduction 

For the Chief Executive of NHST E, there was a mixed answer to the market and competition 

question. On the one hand you could claim that yes there was a market in instances, where 

for example, East AHB competitively tendered for clinical service, such as Orthopaedics. 

Information was also seen as being one of the main areas which had resulted in very little 

competition developing. The information was improving, especially on price, and NHST's had 

a better idea of comparing like with like than in the past. Market information was again 

problematic, but purchasers were also not using their purchasing power as much as they 

could according to the Chief Executive. 

"So you could argue that yes, this is a feature of a market with competition and 
winning bids for contracts. On the other hand there is certainly not a market if 
you expect purchasing to be determined on price and relative price. This is just 
not happening. Both [West AHB] and [East AHB] are still operating on the basis 
of financial allocations to Trust's. So long as this continues you are not getting the 
Influence of relative efficiency being brougllt tu iJi.J(J( 0/1 purchasing decisions. By 
sticking to allocations they will continue to fund inefficiency and under-fund 'super­
efficiency'" 
(Chief Executive NHST E). 

The Chief Executive continued to say that the other thing that was undervalued was the 

legitimate pressure to develop clinical services. When there were new techniques, equipment, 

or new drugs, that improved care for patients, it would be very difficult for NHST E to resist 

these changes. These changes came from a variety of external forces, and from the clinical 

specialties themselves. However, the purchasers view was to ignore them, "that is not our 

problem", and so the cost pressures are far more then simply the imposition of a 3% cash 

limited saving that all NHST's had to make each year. This was compounded by the 

pressures of keeping up to date with developments that were considered essential by NHST 

E. Table 21 at the end of the chapter summarises the state of competitive play at NHST E. 
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Table 20. A summary of the state of 'competitive play' within the five NHST case study 
sites. 

State of Competition 

Variable 
Specialty Waiting Non'price Price Quality New service Reputation 

lists competition developments 

NHSTA II II 

Obs and Gyn 
(ACS) 

Cardiac II II II 

Surgery 

Orthopaedics II II 

General 
II 

Surgery II 

NHSTB -

Urology 1/ 

Obs/Gyn II 

NHSTC II 

General 1/ 

Surgery 

Gyn 
., 

1/ 

Urology 
., 

II ., 

NHSTD II 1/ 

NHSTE 

Orthopaedics ., ., ., II II ., 

Orthoptics 1/ II ., II II 1/ 

Urology 
1/ 1/ ., II ., 
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Conclusions 

This chapter has examined the empirical evidence relating to the development of competition 

and an NHS quasi-market in the West of Scotland. The empirical evidence reported here 

supports and adds to work carried out elsewhere (see chapter 3). This indicated the limited 

extension of competition under the new arrangements, rather than an atomised market 

consisting of individual purchasers and providers. 

We would seem to be looking at an approach to the development of a market where 

previously none existed. We are clearly seeing a market which has been designed by the 

Conservative Government to improve efficiency within the NHS. The Conservatives were 

anxious to avoid political instability and the problems that could arise from such instability. A 

market structure was set up between AHB's, GPFH's, and the NHST's which consisted of a 

number of interactions taken on behalf of patients. The operation and behaviour of the market 

was monitored and regulated directly by the AHB's under a framework devised by the Scottish 

Office ME acting as agents on behalf of the Conservative Government. This framework, 

rather than being tightly prescribed was a loose structure which saw around 80-90% of actual 

patient referrals continuing along the lines of the previous non-market activity, but 10-20% of 

activity in areas where some degree of competition unfolded. This 10-20% was in areas 

where there would not be the risk of political instability and volatility, but rather forced 

providers to increase their efficiency and reduce costs. We did not see widespread 

competition, but rather localised shifts in resources and some competition in certain marginal 

areas. This maintained the desired degree of stability and improved efficiency in areas where 

improvements could be made. 

Although the NHST's were allowed to manage themselves, the purchasers from time to time 

appeared to 'flex' their muscles to indicate to providers that they still had considerable power 

and could use it if efficiency improvements and contractual obligations were not adhered to. 

The purchasers also made decisions which were not based upon market competition to 
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reconfigure services. This again indicated a 'quasi' market where decisions were still taken 

centrally. 

Having outlined the development of an NHS quasi-market and competition within the NHS in 

the West of Scotland in this chapter, chapter 8 will now determine the level of strategic 

behaviour observable within the five NHST case stUdies resulting from the development of 

competition. Meanwhile we note a number of pOints that will be returned to in chapter 10: 

• Although there were relatively large number of providers, there were limited number of 

purchasers in the shape of both AHB's and GPFH's. A fully competitive market would 

have had equally large numbers of purchasers and providers; 

• Purchasers in the shape of AHB's, and to a lesser extent GPFH's very often did not have 

the independent information to allow them to make truly informed purchasing decisions. 

• A confusion could be observed within all the NHST case studies concerning the 

managerial understanding of the operation of a market and competition. The idea of 

competition at the margin as a sign of competitive behaviour was not always understood, 

and instead the competitive process was often envisaged as necessarily involving frequent 

shifts in purchasing and supply behaviour and; 

• The conservative nature of the Scottish NHS which at both the Scottish Office level 

(macro) and AHB and NHST level (micro) never envisaged that a fully competitive market 

would ever be possible within the NHS. In reality the process of resource allocation would 

continue to be managed, but with adjustments to squeeze out additional inefficiencies as 

opportunities arose within particular market segments. 
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Chapter 8: Strategy Development within the NHST Case 
Studies 

Introduction 

This chapter will examine the empirical evidence to investigate the extent to which NHST 

managers at a macro (for the whole organisation) level were beginning to act strategically 

within the NHS quasi-market in the West of Scotland. It is hoped to develop an understanding 

of the ways different NHST managers approached the issue of strategic management within 

their NHST's. We will examine what each NHST was doing within the framework of strategic 

thinking outlined in chapter 4 and try to tease out the underlying linkages with a view to 

developing an understanding of the motives and perceptions of the key players. The chapter 

consists of five sections. Each section will examine in detail the development of strategic 

behaviour within the NHST case studies named A - E (see chapter 6). 
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Section 1: Evidence of Strategic Behaviour within NHST A 

Introduction 

NHST A had produced a strategiC plan covering the period 1994-1997. The Chief Executive 

indicated that the plan was designed to provide a framework within which the hospital could 

react to changes in its environment and/or develop strategies which could pre-empt possible 

changes. The strategiC plan addressed eight key areas. These areas were: service delivery 

processes; manpower planning; strategic partnerships; clinical strategy; hospital 

infrastructure, : management structure; planning processes; and development of the Trust 

Management Group (TMG). The key areas were further divided into 'Action' strategies which 

were intended to create a focus for the NHST's strategic development in relation to its 

environment, and 'Delivery' strategies which were intended to create the framework for this 

development41. The key strategic themes in the plan, the Chief Executive stated, were 

flexibility and empowerment. Table 22 summarises the Action and Delivery strategies. 

Table 21 . NHST A Strategic Framework 

Manpower Planning 

Strategic Partnership 

Clinical Strategy 

41 NHST A StrategiC Plan, 1994-97. 

Management Structure 

Ph~nning Process 

Development of the Trust 
Management Group (Which 
consisted of all the Executive 

d Clinical Directors 
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The Chief Executive of NHST A, who had come into the NHS from the private sector in 1992, 

said that at the heart of the NHST's strategic plan was the belief that the NHST Executive 

Directors and Clinical Directors needed to focus their attention towards the development of the 

'Action' strategies by empowering the Clinical Directorate management teams42 to deliver 

yearly operational plans. The emphasis was on a participative approach to the NHST strategy 

process. The NHST TMG would be devolving more decision making to the Clinical 

Directorates. The Chief Executive continued to say that an interesting point with regard to 

strategy, was how much of this was vested with the institution and how much was vested with 

individual Clinical Directorates. From the Chief Executive's perspective, the question was how 

much more added value could the NHST make to the core competencies of the Clinical 

Directorates. The Chief Executive supported this type of approach and said that one of the 

NHST's most recent strategy documents had examined strategy from a different perspective 

which resembled not a deliberate, but an emergent strategy based upon the feelings of 

individual managers within the Clinical Directorates. Rather than conforming to a 

predetermined plan, these managers would be given scope to develop their own strategy 

which would be dependent upon their own Directorates' circumstances. 

"one of the core strategies is to say maybe we should have no strategy, maybe it should 
be down to imbuing the individual within the Trust with such self confidence and authority 
that they can make up strategy individually when faced by changing circumstances. So 
we don't have a ten year plan which says, right we will now deliver fifteen, and next year 
sixteen, because life doesn't work like this. What we should have are Clinical Directorates 
who are sufficiently well confident and corporately minded that they can be trusted to go 
out there and find the best path through this for the Trust without having some huge 
corporate game plan against which they have to keep on referring, so allowing them a bit 
more freedom" 
(Chief Executive NHST A). 

42 These management teams will be discussed in more detail in chapter 9. 
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Strategic Analysis 

As part of its strategic planning process, the Chief Executive indicated that the environment of 

the hospital would shape any strategy. The hospital had used a PEST analysis to examine its 

environment. This will be described in more detail below. The Chief Executive said that the 

main theme emerging from the PEST analysis was the uncertainty covering a number of areas 

including, a possible change in the political persuasion of the Government and a lack of robust 

purchasing strategies by both AHB's and GPFH's. Significantly, he continued, the only 

certainties were the fact that there would be no new cash in the NHSiS and purchasers 

expected the NHST to deal with increasing patient numbers while demanding annual cash 

releasing efficiency savings43. 

PEST Analysis 

The NHST's environment was determined by two distinct relationships based upon what its 

Chief Executive called independent and dependent factors. The NHST had considered the 

independent factors using a PEST analysis. The independent factors were alt:as over wllietl 

the NHST had little control, whereas the dependent factors were areas where a certain degree 

of negotiation could be possible. The independent and dependent factors were as follows: 

Independent factors: 

• Demography: NHST A was the local hospital for the East-end of the City, and indeed drew 

some 50% of its patients from this area. This was also the most deprived area in the City 

and indeed the West of Scotland. When the local population accessed acute care they did 

so for longer periods, and patients could be more clinically complex; 

• Demand for Healthcare: the overall demand for acute services was expected to increase 

by 1-3% per annum up to the year 2000. This would increase pressure within the hospital 

to develop more flexible acute care options such as day case and out-patient services. 
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• Partnerships with outside agencies would also be considered in the shape of strategic 

alliances and joint ventures; 

• Purchasing Strategies: at the time of the research, West AHB had been carrying out a 

number of service reviews in areas such as Acute and Maternity services. 

• Competition: NHST A faced a number of different competitors in each of its areas of 

activity which included Local, Regional, National Services, and Training and Research 

Funds. The NHST was also aware that it provided services which were expensive44 in 

relation to its competitors and if waiting time guarantees were not met purchasers could go 

to other provider NHST's. 

• Technology. the NHST would have to keep abreast of developments in new technology, 

particularly where there were resource implications. 

Dependent Factors: where negotiation could be possible 

The Chief Executive then discussed how the hospital examined the internal factors that faced 

the NHST using a stakeholder analysis and the key issues associated with each stakeholder. 

This is illustrated in table 24. It was this group of stakeholders that the Chief Executive said 

that the NHST could attempt to influence and negotiate with in relation to its strategic 

intentions. 

43. Cash Releasing Efficiency Savings (CRES) of 3% were imposed on every NHST each 
year. 
44. Engaging in teaching, training, research and development incurred additional costs for 
these NHSTs. As result their costs and hence prices were more expensive than 
non-teaching NHSTs. 
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Table 22. NHST A Stakeholder Analysis (Source: NHST A Business Plan 1994-97) 

Patients and relatives 

People of the Trust 

Purchasers 

University and other education/research 
bodies 

Partnerships in care (especially with GP's) 

Quality of infrastructure in parts of the NHST 
site. 
Quality of care received. 
Waiting times for certain specialties. 
Car arkin . 
C::ommunications. 
Uncertainty regarding AHB acute services 
review. 
Understanding of NHS reform process. 
Implications of efficiency demands. 
Or anlsational development. 
Perceived costs of NHST. 
Waiting times for certain specialties. 
Quantity of day case activity. 
Increases in GPFH's. 
Reversal of cross boundary flows (patients 
treated in own AHB area, rather than In City 
NHSrs). 
Additional Costs for Teaching and Research 
(ACTR). 
Balancing service demands and 
teaching/research activit . 
Communications. 
A reement of 'oint riorities. 

The Chief Executive of NHST A said that the external environment of the NHST had been 

analysed using Porter's three strategic options of focus. differentiation and price. 

"The challenges facing urban teaching hospitals are very interesting. For example 
whether they re-invent themselves as local DGH's and forget the Regional work 
because it is going to happen increasingly out in the periphery, whether they forget 
the local DGH work because they are never going to be able to compete on price, 
and go for the Hammersmith model of pure research development, teaching and 
tertiary activity, or whether you try to continue to maintain the balance between local, 
National and Regional activities. It is a real complicated equation. So yes we have 
looked at trying to use Porter as a way through that kind of decision making process". 
(Chief Executive NHST A). 

The Chief Executive discussed the ways in which the NHST, as an organisation, had to stand 

out from the other City NHST's and indeed the local OGH's from nearby AHB's. In this way 

NHST A was attempting to differentiate itself from its competitors. 
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A SWOT analysis would appear to have been used. This had included building on the 

NHST's natural and historical strengths, accepting also that it had some weaknesses, and 

continuing to offer value for money to its purchasers. It would also mean finding some way of 

forming a synergy between the highly specialised services to the more general clinical work. 

Strategic Options 

The Chief Executive said that there were three broad strategic options that were available to 

the NHST following the PEST and SWOT analyses described above. These strategic options 

were as follows: 

1. Focus on a few Regional and/or National specialties: this was considered but rejected 

by the NHSTbecause: 

• The NHST's position in the East of the City, its trauma and DGH responsibilities would limit 

the ability to reduce the hospitals span or depth of acute specialties; 

• Other hospitals would need further investment to take over patients no longer treated by 

NHST A. This would be unlikely given the SHARE issue within the City; 

• There would be economic consequences for the hospital to treat a reduced number of 

patients; 

• The NHST was a large teaching hospital. If this strategy was pursued, the teaching 

element would be lost or could suffer, and so would the NHST's reputation and; 

• There would be a conflict with West AHB's acute and maternity services review strategies. 

2. Set out to be the lowest cost NHST in the West of Scotland: again considered, but 

rejected. NHST A would have to reduce its cost base by over 40% which the NHST could 

not achieve because of overheads relating to its status as a teaching, research, and 

tertiary referral hospital. 
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Two important factors would also prevent this option from being pursued: 

• Efficiency indicators from the Scottish Office, for example average length of patient stay 

and patients treated per bed per year, already indicated that NHST A used its assets 

efficiently, so any efficiency improvements were limited and; 

• Driving significant costs from NHST A would have a negative effect on its ability to offer 

tertiary referral and other specialist services. As a result NHST A would have problems in 

attracting specialist clinicians, research and teaching resources, and maintaining the 

volume of such work. 

3. Differentiation: the Chief Executive of NHST A was of the opinion that this was the most 

promising strategy for NHST A. Differentiation could be achieved in a number of ways: 

• A 'one stop' access to hospital care. GP's and other clinicians could access a 

comprehensive range of specialist services via the NHST. NHST A had clinicians of a very 

high calibre, and as such a wide range of clinical procedures, from the simple to the 

complex, could be managed from a single referral centre; 

• Specialisation. NHST A was the only provider of certain specialties in the West of 

Scotland. These specialisms were 'unique' to the NHST and constituted its core 

competencies. These core competencies could be built upon and marketed to the NHST's 

purchasers, AHB's and GPFH's and; 

• Geography. Major towns to the North of the City and the population in the East end of the 

City formed a natural catchment area for NHST A. Improved public and private transport 

facilities could build on this. 
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Having said that NHST A would be going down the road of a differentiation strategy, the Chief 

Executive was not that certain that the NHST could use a strategy of differentiation on its own 

to be successful. However, if used with a definite focus to the GP's in the East-end of the City 

with the NHST's Regional 'unique' specialties then NHST A would be, 

"Top notch, highly supported, very credible, continually producing research 
based developments such that other (NHST's) cannot produce their own 
'vanilla'versions, that we are always the brand of choice around plastic 
surgery, bone marrow transplantation, ACS, haemophilia, cardiac surgery 
etc, so that any prospective entrants are facing a large entry cost to the 
same league" 
(Chief Executive NHST A). 

Having considered the implication for the NHST of attempting to take a cost-leadership 

strategy and decided that it could not take this approach, the NHST was now using a 

differentiation strategy with a focus to GP's and AHB's in its immediate area. The NHST Chief 

Executive also considered that the NHST's competitors would face barriers to entry in the 

shape of large financial start-up costs if they wanted provide the same services as NHST A. 

NHST A had also considered a number of other strategiC options. Strategic Alliances had 

been formed outside the City. This was because it would have a more positive impact on the 

Trust according to the Chief Executive. These were more strategiC alliances than they were 

joint ventures. NHST A had become aware45 that more specialist services were beginning to 

be provided by local DGH's via the impetus of AHB's outside the City, and as such formed a 

threat to the NHST. In an attempt to reduce this threat and indeed to develop relationships 

with other NHST's, NHST A had focused on what it actually provided to patients and their 

referring clinicians. This was not just simply treating patients, the Chief Executive continued, 

but could also involve the training of clinicians and their 'learning' in a safe environment. The 

Chief Executive of NHST A said that good progress had been made in what he called "a more 

mature set of relationships". NHST A in this respect had attempted to reduce the rivalry and 

hence competition between itself and other DGH's in neighbouring AHB's which it thought 
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might develop if proposals to develop specialised services in neighbouring AHB's went ahead. 

If cardiology is used as an example, 

"So at the end of the day who have we got?, we have got highly credible [NHST A] 
clinicians who were focused on cardiology. What we should be doing is looking at the 
fundamentals of what we are offering, and we are not fundamentally able to simply 
and solely sell a patient episode, what we should be offering is experience outcomes 
and the opportunity for learning, as well as good patient episodes. So we have got our 
cardiologists going out to other [DGH NHST's] angioplasty labs and teaching their 
clinicians and also we've got their [DGH NHST's) clinicians coming in to do 
angioplasty in our facilities, again with a safe cardiac surgery team on standby, a 
pretty good place to learn" 
(Chief Executive NHST A). 

There were also many joint ventures with purchasers. These happened naturally as the 

NHST worked through several service developments that needed to go to around four 

different West of Scotland purchasers in order to fund one service development. A good 

example was ITU46, where with costs running at £350,000 per annum, it was advantageous to 

have several purchasers engaged in a single joint venture. However, the Chief Executive said 

there was disappointment concerning the lack of joint venturing within the City's NHST's which 

again could lead to a reduction in the rivalry and competition between the City NHST's. This 

was a very sensitive area. It was easier to form alliances and partnerships outside the City. 

City NHST's were more suspicious and insecure over their future. 

This may have been related to the long political history associated with acute hospital 

provision within the City. There had been a debate concerning the number of acute NHST's 

that were actually required, and whether the existing five acute hospitals should be reduced to 

three. 

"Everyone [the City NHST's] will push themselves back from the table and say it 
is a wonderful thing, we should do a lot more sharing, a lot more partnering, and 
we should look at service rationalisation, but after you" 
(Chief Executive NHST A). 

45. Many AHB's wanted to develop services locally rather than having their patients travel to 
NHST's in the City. 
46. Intensive Therapy Unit. 
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NHST A had also made an acquisition in the shape of care of the elderly patients. West AHB 

had made it clear that it wanted care of the elderly transferred to the City NHST's. This 

service would not be a simple transfer, but the City NHST's would have to bid for the service. 

NHST A, according to the Chief Executive, had to be careful not to gain a "pig in a poke". It 

prepared a full business case which suggested that the service would be beneficial to the 

NHST if acquired. This was passed by the NHST Board and the NHST was successful in 

bidding to provide the service for the east of the City. 

Strategy, Resources and Capabilities 

A resource-based approach to strategy could also be observed at NHST A, although it was 

more implied than explicit. The NHST, although not using the language of a resource-based 

approach, was creating resource barriers in a similar fashion to that discussed by Wernerfelt 

(1984). NHST A also had a resource base which could be used to build core competencies 

and distinctive capabilities. These included reputation, clinical specialisms such as cardiology 

with associated staffing, and research links with one of the City University's that other NHST's 

would never be able to match. These resources had value, were difficult to imitate, and the 

NHST's internal organisation (Clinical Directorate structure) was developing in such a way to 

exploit them (Barney, 1991). However, it is not enough to simply say that NHST A had 

resources which formed core competencies or distinctive capabilities with which it could build 

strategy. Returning to chapter 4, it is possible to tease out what the core competencies of this 

particular NHST were and how it used its distinctive capabilities to build and sustain its 

strategy. This will be attempted using Prahalad and Hamel's (1990) and Kay's (1993) 

framework. 

This framework will be also be used with NHST's B - E in relation to their Clinical Directorates 

in chapter 9. To recap, Prahalad and Hamel's core competencies must meet three criteria of: 

providing access to a wide range of potential markets; make a significant contribution to 

purchaser expectation of the final product or service and; be difficult for competitors to imitate. 
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Kay's discussion of distinctive capability revolved around architecture, reputation, and 

innovation, and included a firm's strategic assets which Kay labeled monopoly and regulation, 

which could be used to build a competitive strategy. 

NHST A did have a number of unique clinical specialisms in areas including organ 

transplantation's, ACS47, and burns and plastics. These specialisms formed core 

competencies because they met two of Prahalad and Hamel's criteria. They, collectively, 

gave NHST A access to a wide range of potential markets, and would be difficult to imitate by 

competitor NHST's. They may also have met the expectations of purchasers and hence 

patients who would want to be treated in a hospital that was at the leading edge of clinical 

research anq treatments with acceptable waiting times, although this last criteria is perhaps 

more subjective than the other two. 

An organisations' distinctive cap8bilities are based upon its architecture, reputation, and 

innovation. With NHST A this was observable in the very close working relationships between 

the employees of the NHST. For example, between senior managers and the clinical 

specialties in relation to the re-configuration of the NHST's Clinical Directorates (see chapter 

9), internal architecture. External architecture and networks were observable in the 

relationships formed between NHST A and DGH's in neighbouring AHB's. This also could be 

seen in a 'sharing' relationship with a City University, so allowing research and development 

activities leading to clinical innovation to be supported with highly skilled staff. 

47 ACS. Assisted Conception Service. This will be discussed in more detail in chapter 9. 
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These distinctive capabilities were not used in isolation from each other and in combination 

gave the NHST a competitive advantage over other NHST's. The NHST was also helped by 

possessing a number of strategic assets (Kay, 1993). In particular the issue of monopoly, 

regulation, and licensing/accreditation affected the NHST favourably. The NHST was the only 

centre in the West of Scotland that carried out organ transplantation and as such had a 

monopoly in these procedures. Such procedures were regulated by the Government in so far 

that only a designated number of hospitals would be funded centrally to carry out such 

procedures. Other NHST's, even if they wanted to develop these specialisms were prevented 

from doing so by Government regulation and funding, so NHST A had a competitive 

advantage over other NHST's who did not provide this service. The NHST was also 

accredited by the medical Royal Colleges for training purposes. This allowed it to be at the 

forefront of research and development as it would expect to be training the brightest junior 

clinicians and employing the consultants who were at the forefront of research and 

development. This would also help maintain the NHST's reputation in specific areas. These 

distinctive capabilities were not working in isolation from each other, but in combination. 

Tables 24 and 25 the end of the chapter summarises the level of strategic behaviour 

observable within NHST A at a macro level. 

215 



Section 2: Evidence of Strategic Behaviour within NHST B 

Introduction 

NHST B had produced a strategic plan for the period 1993-98. The plan had two main 

objectives. These were to continue to seek to maximise and consolidate patient referrals from 

its own natural catchment areas, and to develop services for outlying communities on the 

West Coast of Scotland. Where capacity was available and opportunities existed, NHST B 

wished to increase patient referrals from other areas and sources. As a result of West AHB's 

purchasing plans, the NHST had been successful in bidding for development funding (see 

chapter 7) to provide dermatology, ophthamology, urology, and a genito-urinary service. 

NHST B was also a Regional centre for neuro-sciences and spinal injuries and provided these 

services not only to the City and West of Scotland, but to Scotland as a whole. 

West AHB. at the time of tile research had been carrying out a major review and consultation 

process regarding the future of the City's acute and maternity services. NHST B intended to 

be a full participant in these discussions by lobbying and demonstrating to West AHB that 

services should either be continued or developed on the NHST site. There was a political and 

social element attached to the NHSTs strategic plan. The NHST Chief Executive had spent all 

his working life in the NHS. and had known senior West AHB managers for many years. In 

the 'old' NHS managers often moved between AHB and hospitals during their careers. The 

Chief Executive had previously been the Director of Strategic Planning at West AHB. He was 

in an ideal position to lobby West AHB with respect to service development resources. 
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Strategic Analysis 

As an NHST, NHST B considered that it had a number of advantages48. These were arrived 

at through using a SWOT analysis: 

• It was cost effective in relation to its City's competitor NHST's. It had significant site 

development potential allied to very good communication links such as road, rail and air. 

Many of NHST B's City competitor hospitals did not have the site advantage. Other City 

NHST's did not have the potential for site development and the Chief Executive considered 

the site issue as forming a possible barrier which may have prevented other City NHST's 

developing services and entering NHST B's existing markets; 

• It had customised state of the art facilities for its centre of excellence services such as 

neuroscie_nces and spinal injuries; 

• It had invested heavily in the up-grading of existing facilities which the NHST believed had 

a positive impact on service delivery to patients and; 

• The NHST considered that there was also a unique opportunity to develop an integrClt~d 

trauma49 and rehabilitation service. It had the critical resource of the neurological centre 

and the spinal injuries unit. 

The Chief Executive continued to say that NHST B's strategic plan for the future would be 

realised through the development of a marketing strategy which would maximise the 

competitive position of the NHST. This was to be achieved through: 

• The accurate identification of possible target markets that were available to the NHST; 

• The provision of clinical and other services to meet the requirements of these markets and; 

• The identification of the NHST's main competitors through a competitor analysis and an 

assessment of the opportunities competitors had in providing patient care as an alternative 

to NHST B. 

48 NHST B Strategic Plan, 1994-97. 
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The Chief Executive said that the Porter five forces model could also be used for strategic 

analysis, and he argued that much of the analysis that NHST B had done was a five forces 

model in all but name. For example, NHST B could fall into the potential entrants box in 

relation to new service developments. The NHST had also actively examined who it's 

competitors were, 

"and what the market will sustain given the fact the current providers have saturated 
the market, in other words there is not unmet demand. What would [NHST B) do, as a 
new potential entrant, differently that would get some of the existing cake? Currently 
there is no desire among purchasers to move the existing cake around. Potential 
entrants come into the service and market where there is a defined unmet need, and 
they put forward their credentials to meet part of this unmet need" 
(Chief Executive NHST B). 

The Chief Executive continued to say that the NHST was confronted by a number of what he 

called "alternative providers·, rather than competitors as at the time of the research, NHST's 

were not allowed to compete in the 'real' sense. As an NHST, NHST B knew that its 

purchasers always had the option to go to another provider. The healthcare industry in the 

West of Scotland operated with spare capacity, so movement of business was open to all 

purchasers. He said that barriers to entry could not be put up to stop new entrants because 

the providers were not controlling the market. However, the high entry costs for competitors 

would be so high that they would decide not to come in. The fact the NHST had unique and 

highly specialist service formed barriers to potential market entrants. 

"For example it would be almost impossible for [NHST B) to become a cancer 
centre in competition to [NHST C). The costs of setting up a radiotherapy and 
oncology centre to match or even surpass the oncology centre at [NHST C] is 
the stuff dreams are made of. By the same token [NHST C) might lust after being 
the neuro-sciences trauma unit for the West of Scotland, but the entry costs for them 
would be too high, although not as high as it would be for [NHST B] and cancer 
services" 
(Chief Executive NHST B). 

49. For many years West AHB had been examining the possibility of having one major 
trauma centre for the City. 
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There were also substitute 'products' or alternative methods of delivering care according to the 

Chief Executive. Day case surgery was a classic example. Day case surgery would allow 

more patients to be treated and use less of the more traditional surgical equipment. Patients 

could undergo surgery and return home on the same day. 

Strategic Options 

The NHST also thought that it could improve its position by using one or all of Porter's generic 

strategies of price, differentiation and focus. If cost leadership was taken as an example, the 

Chief Executive said that the NHST certainly had a strategy in 1992, when it was writing it's 

strategic plan, that said its cost base was too high for its productivity. The NHST had a strong 

view, relating to the concept of the market as it existed in 1992, that it would be significantly 

disadvantaged because of it's cost base. The NHST then attempted to address its cost 

profiles, although at the time of the research, they were still high in comparison to other City 

NHST's. This it did because the NHST thought that it would have to do this to stay in 

business, and if it got it right the NHST would win business. NHST B did see cost as an issue, 

and if the other areas such as product differentiation and focus were taken into consideration. 

the NHST took a very clear view that the "product" that it offered in 1992/93 was not meeting 

the total demands or needs of its resident population. 

NHST B was well aware that to sustain it's existing cost base not only would it have to meet all 

the needs of its local population, but the needs of patients outside the hospitals' immediate 

catchment area. The NHST had to be seen as the provider of choice for a greater population 

to enable it to sustain its costs base. However, on the other hand the Chief Executive 

continued to say that all the talk concerning strategy might come to nothing, but that it had 

some advantages when talking to purchasers, as purchasers could take the view that NHST B 

had demonstrated its ability to develop services. 
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"Five years on with hindsight I could have probably done nothing in 1992, 
and I might not be that dramatically different than I am today, I don't know. 
You could argue that some of the aggressive posturing we did in 1992, 1993, 
and 1994 has put us in a perceived good light by the purchasers, and therefore 
they are more willing to talk to us about taking forward the leadership of 
developments, because they think that we will deliver more bang for the buck" 
(Chief Executive NHST B). 

The Chief Executive said that NHST B then decided to differentiate based upon the "unique" 

services which would meet the needs not only of the local population, but also of the wider 

population within the South of the City and West of Scotland. 

Strategic management was concerned with more than just markets, product, or services 

according to the Chief Executive. Strategy can also involve mergers, alliances, diversification, 

and joint ventures. NHST B had also actively considered and adopted these strategies. At 

the time of the research mergers were actively being talked about within the NHS in Scotland 

according to the Chief Executive. 

"Because as we strive to demonstrate value for money and added value of 
management, we will recognise that a few of the businesses are not capable 
of being developed. Therefore they don't need the costs of independent 
management. The economies of scale will come in, and I think we will see 
certain structural managerial mergers. We will see lots of clinical alliances, 
and services will still be delivered, but they will be delivered more and more 
by what we are referring to as a hub and spoke mode/" 
(Chief Executive NHST B). 

Healthcare was changing rapidly, and likewise its management would also have to change, 

the Chief Executive continued. More care would be provided out in the community as a 

substitute for hospital based acute care. Managing these services would become increasingly 

difficult because of the fragmentation involved. Management structures would have to evolve 

which addressed these issues, and one of these structures was the hub and spoke model. 

There would be a localised management team which would be the spoke, and a management 

Board which would form the hUb. 
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Withdrawal from the provision of clinical or other services the Chief Executive said would be 

problematic for any NHST. This was due to the political ramifications associated with 

withdrawals and closures. 

"Strategic management indicates that if an other organisation was providing a 
service better and cheaper, then an organisation should in theory divest itself 
of the service. However, clinical services and the publics perception of hospitals 
are so inter-twined that the practicality of giving anything up was not realistic, and 
the same could also be said of hospital closures" 
(Chief Executive NHST 8). 

There was very little that an NHST could trade off if it wanted to become a 'big player'. It was 

very difficult in healthcare to have ·win-win" scenarios according to the Chief Executive. No 

NHST wanted to give up anything. Withdrawal of services, for example, would not be 

considered unless part of a wider AHB strategic review as any decision would be made by 

AHB as purchasers, rather then individual NHST's (see chapter 7). 

Joint Venturing/partnering: NHST B had entered into a number of joint ventures and 

partnerships. One such joint venture was with a private sector company which provided laser 

surgery equipment and facilities. The company ran a service within the NHST supported by 

the NHST's dermatologists. Decisions on use were not taken by the NHST or the private 

sector organisation, but were through a collaborative approach between both (Sternberg, 

1994). In return for this the company provided the NHST with access to three state of the art 

dermatological lasers which were then used to treat NHS patients, while the company treated 

private patients on site at NHST B. This, the Chief Executive continued, could be expanded if 

the market was there. Opportunities for market penetration and development were present. 

For example, the Nuffield private hospital in the City bought laser sessions from NHST A (see 

chapter 9), and NHST B could now also provide these sessions. This would be akin to market 

development and penetration into the private sector. NHST 8 would be keen to see this 

development. This was an example of the NHST overcoming a resource gap, the new 

building and equipment, through a joint venture, and giving the NHST access to a new market, 

while at the same maintaining control over its own affairs (Waters et ai, 1994). 
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Alliances: the NHST has alliances with another South City NHST. Both hospitals shared 

staff. NHST B shared consultants in Ophthamology, Dermatology, Urology, ENT and 

Vascular surgery who provide clinics at both hospitals. This alliance overcame a skills and 

resource gap for both NHST's (Craven et ai, 1993). It also served to reduce the rivalry and 

hence competition between the two NHST's. 

Strategy I Resources and Capabilities 

In the same way as NHST A, the Chief Executive of NHST B implied that the hospital had 

considered using a resource-based approach to strategy. NHST B possessed a number of 

'unique' services and had a site that could be developed further. These were valuable 

resources that could be exploited to build the NHST's strategy. The unique services were 

neuro-sciences, and a state of the art spinal injuries unit. The Chief Executive stated that the 

hospital was attempting to 'lever' these resources into the other services provided by the 

NHST. The Chief Executive used the idea of having a set of 'cards' which differentiated the 

NHST from its competitors. These 'cards' would then have to be combined with the rest of the 

clinical services provided by the NHST. 

"The market and the current players came together in 1992. And we had 
cards, and games started with the cards that you had. And then you built 
your strategy, and you can gloss it up anyway you like, but the bottom line 
was I had a series of cards and one of those cards was I was a big player 
of international repute, because of that service [neuro-sciences). The question 
then became how could I keep it, enhance it and build in some synergy 
between that and the rest of the hospital which would move the Trust forward?" 
(Chief Executive NHST B). 
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The Chief Executive continued on the same theme of uniqueness and how he thought that 

competitor NHST's would probably be doing the same kind of market analysis as NHST B. 

"You can't say, if you were talking to [the Chief Executive of NHST EJ, why 
did he do that when you didn't. The bottom line was he and I opened our boxes 
in 1992, and took out our cards. I could have lost some good ones if I didn't see 
that they were good, and he could have won some good ones if I took my eye off 
the ball. If he is good and I am good, then the key cards are still there. It is how 
you are able to use these cards to move forward" 
(Chief Executive NHST B). 

Returning to Prahalad and Hamel's model, neuro-sciences and the spinal injuries unit would 

provide access to potential markets outside the West of Scotland. These services would be 

difficult for other providers to imitate because of the start-up costs that would be required, and 

the regulation by the Scottish Office, which effectively maintained support for only one such 

site in the West of Scotland. There would be the expectation by purchasers that referred 

patients would be accessing state of the art clinical care with excellent outcomes and 

acceptable waiting times. As such they could be considered as the core competencies of 

NHST B. 

NHST B's distinctive capabilities could also be determined. In the same way as NHST A, the 

highly specialised clinical staff shared knowledge and information which added value to the 

clinical care given to patients (internal architecture), particularly in the synergy with the rest of 

the clinical services at the NHST. External architecture was observable in the links the NHST 

had with another Southside NHST where staff and knowledge was shared. The joint venture 

the NHST had with a private sector laser company illustrated Kay's (1993) network form of 

architecture where both organisations were collaborating with one another. The architecture 

led to innovation in clinical services in the shape of day case surgery and in acceSSing state of 

art laser equipment which enhanced the reputation of the NHST. The distinctive 

competencies of NHST B were not used in isolation from each other but together architecture 

was combined with innovation backed by the reputation of the NHST. 
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The strategic assets of NHST B were not that dissimilar to NHST A, particularly concerning 

regulation. The neuro-sciences unit at NHST B was regulated from the Scottish Office in the 

sense that no other NHST could develop such services because of resource constraints. In 

this way the NHST had a monopoly in this area with the market for these services controlled 

by the Scottish Office. This also made it easier to put a case to the Scottish Office for 

developing a spinal injuries unit on the same site. Many of the overheads that would be 

associated with setting up a related unit had already been expended by the NHST and 

equated to sunk costs which would not have to be financed again thus saving on start up 

costs to the public sector. The medical Royal Colleges also only accredited certain institutions 

which provided a certain minimal amount of training for would be specialists and also gave 

explicit guidelines regarding patient treatment. NHST B had the accreditation in these areas. 

Tables 24 and 25 at the end of the chapter provides a summary of strategic behaviour and 

development at NHST B. 
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Section 3: Evidence of Strategic Behaviour within NHST C 

Introduction 

As with NHST's A and B, NHST C had developed a strategic plan for the period 1994-97. 

This plan had seven key objectives. These included: a flexible approach to the needs of 

patients; a committed staff who were involved with the running of the hospital; the 

development of areas such as cancer, pain relief, minimal invasive therapy, stroke service, 

and health promotion and; an increase in the direct care staff the hospital employed. The 

strategic plan recognised that the NHST was dependent on income from the West of Scotland 

AHB's, and that the hospital had to work closely with them to make sure that they received 

value for mOf'ley in the clinical services purchased from the NHST. The NHST also 

recognised that its activity was dependent on GP referrals. Communication with GP's had 

been improved by the use of a quarterly newsletter and the production of a GP handbook 

wtiich set out the c!:n:C:31 services available from the NHST A small number of contracts had 

been awarded to the NHST by GPFH's in the City, and some referrals had also been received 

from GPFH's Scotland wide and from Northern England. 

The NHST's strategic plan recognised that it operated in five distinct markets. These markets 

were: Local, to the population in the West of the City; Regional specialist/tertiary services for 

the remainder of the City, the West of Scotland and other Scottish AHB's; National Services in 

cardiac surgery, cystic fibrosis, ophthamology, bone oncology, and other rare cancers; and for 

Research and Development funding which is attracted to the NHST by specialists working at 

the NHST and it's close links to one of the City's Universities. 
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Strategic Analysis 

The Chief Executive said that using a SWOT analysis, NHST C had a number of strengths 

and faced a number of threats. The strengths of the NHST were based on a number of 

factors: 

• Its breadth of service available; 

• The integration of one of the City's University, and NHS departments; 

• The level of research funding it attracted and; 

• A highly trained and committed work force. 

With reference to threats, there were a number of factors which resulted in the NHST having a 

higher cost profile than other City NHST's: 

• The NHST operated in an environment where purchasing decisions were made on the 

basis of cost as well as quality; 

• There Vias also the problem of the NHST working from a number of split sites'iO which 

tended to duplicate effort and; 

• NHST C was also a teaching hospital and expended resources in training, research and 

development. 

In relation to strategy formation the Chief Executive, who like the Chief Executive of NHST A 

had come into the NHS from the private sector, indicated that the NHST had used some of the 

concepts behind Porter's five forces model. In terms of new entrants to the market she did not 

think that there was any threat of new entrants, but rather any threat would come from existing 

'players' in the market. 

"But I don't think it's a wildly significant threat at the moment, but it will 
probably develop into being a threat as we get more sophisticated in 
contracting, then it becomes a more real threat that services will be moved" 
(Chief Executive NHST C). 

50 There were five sites all together spread over the West of the City. 
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Strategic Options 

NHST C had also attempted to become the cheapest hospital in the City by using a cost 

leadership strategy for clinical services in what the Chief Executive called DGH general work. 

However, it no longer pursued this strategy. Price was important but service quality was also 

an issue. The fact that the NHST was a teaching hospital meant that it may not have been 

able to offer prices as cheap as a DGH, but the Chief Executive said that on top of price was 

the perception among purchasers that the NHST offered much more than just low cost clinical 

services. The NHST might not be able to reduce its costs to that of a DGH or a rival City 

NHST, but in a market according to the Chief Executive, contracts are awarded that are not 

just based on price alone. 

"We are not going for the lowest price because we believe that there is a quality 
issue here which may not allow that to be deliverable. So our first criteria for 
all our services is that we want to be recognised as a Trust which gives very 
good quality, and then we start to come onto the issue of how cheaply we 
could get services. In other words we think that purchasers will pay a little 
bit more for those services because of the quality issues" 
(Chief Executive NHST C). 

The approach had now moved on to developing a strategy based upon differentiation. In 

relation to differentiation, NHST C had a number of clinical services which were very 

specialised, and in the Chief Executive's opinion might not be so market sensitive as general 

medical or surgical work. Indeed some of the NHST's tertiary services were less price 

sensitive and as a result the NHST had to concentrate on developing them into very high 

quality services based on the service given to specific patients. A focus strategy was not 

being pursued because the NHST provided a very wide range of clinical services on top of 

many tertiary services. 

The issue of mergers and alliances was discussed by the Chief Executive, and she was 

surprised that there had not been more pressure to combine NHST's. However, she thought 

that there may be more pressure after the 1997 general election to do this. This may be the 

way forward because the overheads would be reduced in the system, and there were 

shortages of resources, in particular specialised trained staff. 
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In the Chief Executive's opinion, there had been a tendency in the NHS for more 

specialisation and strategic alliances would begin to be developed between NHST's. 

"If you tend therefore to be a small Trust, and you have only got two 
surgeons, and there are four surgical specialties, there is a limit to how 
far down this road you can go. Having links with another Trust may 
well be very sensible in terms of providing a specialist service. However, 
at the moment everyone is trying to fight their own corner, and we could 
argue that there is not enough pressure in the system to make people 
make the ultimate sacrifice [merger]" 
(Chief Executive NHST C). 

One area of concern was that some West of Scotland AHB's had indicated that they were 

keen to develop specialist services locally, rather than send their patients to City NHST's. 

Whilst the Chief Executive saw this as a natural progression to provide services closer to 

patients, she was also concerned that patients did not suffer because they could not get 

access to specialist care. In a move to form alliances, for example, NHST C had offered the 

use of its equipment and facilities to clinicians working in other AHB's so that they could 

examine patients at NHST C and have the security of specialist advice and backup if they 

needea It. [hiS would allow their patients to be examined at NHST C and have the secUilty 

and backup of specialist advice and care. This was a move to retaliate to the AHB's outside 

the City developing services locally by offering NHST C expertise which would not cost as 

much as setting up a local service. It was also seen by the Chief Executive as reducing rivalry 

and competition between NHST's. 

This had occurred with one of East AHB's NHST's, Lomond Healthcare (LHC). LHC provided 

specialist urology services to East AHB. East AHB were not happy with this situation as it was 

general surgeons who provided the service, not specialist urologists. However, East AHB did 

not have the resources to appoint specialist Urologists. NHST C in the City were already 

providing urology services to East AHB, so LHC and NHST C formed a strategic alliance 

where NHST C did the heavy and sophisticated urology work, including the in-patients. while 

the day-cases and out-patient work was carried out at LHC by NHST C's specialist urologists. 

Now rather than having general surgeons performing specialist urology, it was being carried 

out by specialists. 
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The Director of Strategic Development at East AHB saw this as a positive move which would 

not have an effect upon East AHB's resources. 

"This was the starting point, there were other specialties. For example, if Lomond 
Healthcare lost a consultant, it is sometimes very hard to cover and it's expensive 
to get a locum. So what you've got is LHe looking to [NHST C] for a defined range 
of services, it will look to them for support where possible, and in return [NHST C] will 
get access to a patients, a hospital, and access to community based services" 
(Director of Strategic Development East AHB). 

NHST C also saw the opportunity for market development, market penetration, and new 

service developments. However, the Chief Executive said that these issues were at a very 

early stage and would probably be 'on-hold' until after the 1997 General Election. 

NHST C had been involved with discussions surrounding a possible strategic alliance with a 

local private sector provider, HCI. The Chief Executive stated that it had been anticipated HCI 

would have an effect upon NHS providers within the City, but this effect was unclear at the 

time of the research. NHST C had approached Hel as there might be areas where the NHST 

could form closer working relationships with this hospital, and indeed NHST C had already 

provided them with a Clinical Physics service. Senior managers and clinicians had also been 

involved with discussions with one of the City's Universities and HCI concerning medical staff 

provision. NHST C was concerned that it could be disadvantaged by HCI over issues which 

included the loss of key resources such as clinical staff. A strategic alliance was seen as 

preventing this from happening as resources could be shared. The above two examples 

support Craven et ai's (1993) and Waters et ai's (1994) argument that strategic alliances and 

joint ventures could be used to fill resource gaps, while allowing an organisation to move in 

and out of particular markets while remaining in control of its own affairs 
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Strategy, Resources and Capabilities 

The NHST operated in five distinct markets (see earlier). These markets were undoubtedly 

related to its resources which formed the NHST's core competencies and ranged from the 

very general to the highly sophisticated. Some of these specialisms such as oncology, renal 

transplantation and limb perfusion, would be difficult to imitate, and the expectations of 

purchasers were that the very best treatments would be available for their patients with 

acceptable waiting times. Using Prahalad and Hamel's framework these special isms formed 

the core competencies of NHST C because they gave the NHST access to a wide ranges of 

potential markets (see earlier), and were difficult to imitate. Services such as bone oncology, 

cardiac surgery and cystic fibrosis would be difficult to imitate because of funding constraints 

and the Scottish Office indicating that it would only support one centre providing these 

services in the West of Scotland. 

The NHST's distinctive competencies were also observable. Internal architecture was formed 

between t~e NHST's clinic81 staff in relation to the specialisms which were arranged as 

Clinical Directorates to provide the service. External architecture was seen in the sharing of 

knowledge between NHST C and LHC in a strategic alliance. Network architecture was 

demonstrated via the teaching, research and development links with one of the City's 

Universities. This was also seen as providing a resource barrier to other NHST's by the Chief 

Executive. The NHST's strategi~ assets could be seen in the monopoly it had in the West of 

Scotland in areas such as oncology and cardiac surgery where the market only supported one 

provider. The monopoly arose much in the same way as with NHST's A and B via regulation 

from the Scottish Office with reference to funding. These monopolies also restricted the 

market for these services to 2-3 centres in Scotland which benefited NHST C. The medical 

Royal Colleges only accredit certain institutions which provided a certain minimal amount of 

training for specialists and also gave explicit guidelines regarding patient treatment. NHST C 

had all the accreditation in these areas. 
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The NHST's core competencies, distinctive capabilities and strategic assets all determined the 

strategic direction of the organisation, which the Chief Executive was trying to develop. They 

could also be linked into other strategic options that the NHST was pursuing such as 

differentiation. 

"The resources that you have in terms of staffing, skills and equipment, play 
a very major part in the way in which you decide the way you are going to pitch 
an organisation, or the way you are going to place it under all three strategies 
[generic]" 
(Chief Executive NHST C). 

Tables 24 and 25 at the end of the chapter provides summaries of strategic behaviour and 

development observed at NHST C. 
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Section 4: Evidence of Strategic Behaviour within NHST 0 

Introduction 

As with the other NHST's, NHST D had developed a strategic plan for the period 1995-1998. 

Underpinning the plan was the NHST's strategic objectives for the period 1995/9851 . The plan 

included a number of objectives: 

• To collaborate with community and primary healthcare teams in order that the need for 

hospital based care was minimised whenever possible. This would be achieved either via 

strategic alliances or joint ventures; 

• To continue to build on the philosophy that maternity and paediatric care delivery on an 

integrated site promoted excellence in research, clinical practice and service delivery; 

• To suppClrt 3r:~l develop staff to e:1sure they felt involved, and committed to the NHST's 

objectives. This would be achieved via a participative approach to the NHST's strategic 

development involving all it's Clinical Directorates and; 

• To maximise the NHST's income to support the achievement of its strategic aim and 

ensure financial success. 

Strategic Analysis 

Using a SWOT analysis, the plan also recognised the hospitals perceived strengths which lay 

in the provision of paediatric and women's services. It also recognised that there would be 

significant changes in five key areas: continuing care; secondary and tertiary consultation; 

routine surgery and obstetric surgery; emergency services; and specialist services (tertiary 

referrals ). 

51 NHST 0 Strategic Plan, 1995-98. 
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The NHST considered itself to be in a monopoly position for paediatric and women's services 

in the West of Scotland and felt it did not need to develop a strategic approach based upon a 

competitor analysis. The plan instead focused on developing services for it's patients, in this 

case children and mothers, and making efficient use of its resource base. 

In this way NHST 0 differentiated itself from other acute hospitals, and as such was confident 

that there would be a need for its services. The Chief Executive was of the opinion that the 

changes outlined above would involve a number of issues. These were: 

• More services in future would be provided in a patient's home as a substitute for acute 

hospital care; 

• There would be less hospital attendance's and; 

• There would be more 'shared care' with consultants of non-specialist hospitals. 

Competition for the NHST's services was located in other parts of the Country such as 

Edinburgh, Aberdeen, and the rest of the UK. The strategic direction of this NHST was thus 

fundamentally different from the other NHST case studies. 

The Chief Executive of NHST 0 said that to sustain the strategic objectives outlined above, 

the NHST as an organisation had to remember the nature of the services it provided, and how 

these services would change in the future. Much of what the NHST did required a greater 

understanding of the work of the hospital. For many children, their contact with health 

services tended to both inevitable, but also for short periods of time. This was confirmed by 

hospital figures which indicated that there was an 80/20 split in patient referrals. 80% of 

children who were referred to the NHST were emergencies and would follow a pattern of 

illness/injury and a recovery period. There were also a small number of children, 20%, who 

would have a longer period of contact with the NHST. 
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This indicated to the Chief Executive that, 

"Child care is complex. Regrettably, for many purchasers, it is just another 
specialty which consumes a disproportionate level of resource" 
(Chief Executive NHST D). 

Women's services were not immune to changes either, particularly those which would have an 

impact on the redesign of patient care services. The NHST's emerging midwifery led service, 

which was a new service development, had to be seen in the context of sub-specialisation 

which would also impact on the NHST as a whole according to the Chief Executive. Advances 

in, for example infertility services and pre-natal diagnosis and treatment, all would have what 

the Chief Executive called "a material effect on service design". There seemed to have been 

elements of a PEST analysis carried out as these changes were either politically, socially, 

economically, or technologically driven. The problem for the NHST, the Chief Executive 

continued, was how it could create a vision or strategy for the future as a result of all these 

elements and to create a clear focus of sustained planning and clinical intervention. Strategy 

should be of a longer term rather han based upon short term gain. 

"The alternative is difficult to contemplate, a process of osmosis, where change is 
influenced by short term, tactical consideration, not coherent and structured change 
for the benefit of children, mothers, and families" 
(Chief Executive NHST D). 

These factors, combined with the specialist services, provided a conundrum that a service 

redesign and infrastructure had to be devised which met all the demands being put on the 

NHST, while at the same time not draining resources. The solution the Chief Executive 

indicated, may be linked to the concept of ambulatory care where there was the provision of 

comprehensive diagnostiC facilities and programmed day investigation units. This would go a 

long way to address the problems of overuse of diagnostic tests and poor communication , as 

well as recognising the emphasis of moving care away from in-patient settings towards day 

care and community care settings. The strategic intention of the NHST was to focus on four 

key areas of, ambulatory care, intensive care, specialist care, and the 80/20 case load 

discussed earlier. 
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This would allow the hospital to deal with particular patient groupings and they would all be 

linked and be inter-related to form a seamless service. Strategy was emergent in nature, but 

also deliberate (Mintzberg, 1987) based upon the experiences of the clinicians, managers, 

and patients at the NHST. The vision of the Chief Executive is illustrated in figure 5. 

"What emerges is a paediatric hospital which has a coherence in physical 
design and the potential for allocating resources more accurately and 
consistently" 
(Chief Executive NHST D). 

Figure 18. The Development of NHST D as a Specialist Paediatric Hospital. 

(1) Ambulatory Care 

Accident/Em ergency 
Diagnostic 1m aging 
Program m ed Day Investigations 
Out Patients 

(4 ) Specialist Care 

Oncology 
Psychiatry 
Nephrology 

Access to (1) & (2) 

Strategic Options 

(2) Intensive Care 

Neonatal 
Cardiac Surgery 
In te n s iv e Care 
High Dependency 

(3) 80/20 Case Load 

Receiving/post receiving wards 
Protocols of Care 
Flexible 
Use of Beds 
Infectious Diseases 

The Chief Executive said that there may well be a debate concerning the future of all 

Scotland's NHST's. The NHS had moved away from attempting to meet the needs of 

patients, to meeting the needs of NHS organisations and their staff. 

"It is an open secret that what ever happens after the next General Election that 
there will not be forty seven Trusts in Scotland. It is an infrastructure that the NHS 
in Scotland cannot sustain in cost terms, and indeed many people would argue that 
it is not an appropriate infrastructure in the first place because it has tended to be 
organised around institutions, and not around client based needs. 
(Chief Executive NHST D). 
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The Chief Executive continued to say that this had encouraged hospitals to behave 

perversely. The Government had created an animal, the NHST, that was required to be 

expansionist, ambitious, and protective. The fact that the 47 Scottish NHST's had expensive 

overheads, and tended to act perversely had dawned on everyone, according to the Chief 

Executive, that this model could not be sustained in the future, so there would be mergers of 

NHST's on the agenda in the near future. The Chief Executive argued that if the cost 

pressures become the driving force for acquisition and merger, some people might see it as a 

good idea that NHST D should be merged with another City NHST. This would be folly the 

Chief Executive continued, because there would be no service rationale for it, there was no 

natural client group, and there would be no sharing of service issues related to it. NHST D 

was unusual in that it was a combined child health service with a discrete client group which 

crossed the boundaries of community and hospital care and back again. His view was that 

there would not be any sense from within the City for a merger of NHST D with another City 

NHST. 

However, he did see the potential for strategic alliances in the 'global' paediatric sense in 

Scotland, or at the very least the Scottish central belt. He thought that discussions would 

evolve in this way on a kind of hub and spoke model much in the same way to what the Chief 

Executive of NHST B had spoke about. The centre would have much stronger alliances with 

the peripheral units, and deal with the difficulties of medical manpower, skill mix and 

competencies, all working much more collaboratively. Strategic alliances and collaboration 

were the way forward for this NHST. 
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Strategy, Resources and Capabilities 

Although NHST D considered itself to be in a monopoly position for paediatric care in the West 

of Scotland, its resources could be analysed in relation to strategic management. The 

specialist clinical services, such as renal medicine and paediatric cardiology, gave the NHST 

potential access to the paediatric market in these specialist areas as well as the general 

paediatric market. The expectation of purchasers for patients would be that they would get 

the best care available in this area with acceptable waiting times. Many of the NHST's 

specialist services would also be difficult for competitors to imitate. This could also be applied 

to the specialist maternity services that NHST D provided. So following Prahalad and Hamel's 

framework, NHST D's core competencies were in the areas of specialist paediatric and 

maternal care. 

The NHST's distinctive competencies were also in evidence. Internal architecture was 

,JerTIonstra:ed by the close working relationships that had developed between CllIi:Cdl anu 

support staff, and via the proposed ambulatory care developments where differing specialties 

would all be linked in a seamless service. This would be supported with the NHST's staff 

development activities which ensured that staff were involved with and committed to the 

NHST's strategic objectives. External architecture was evident in the sharing of knowledge 

with other NHST's in areas associated with paediatric and maternal care, rather then 

competing with them for knowledge and expertise. Network architecture was seen in the 

NHST's strategic objectives of collaboration with community and primary healthcare teams to 

reduce the need for hospital based care. Innovation occurred with the development of the 

ambulatory care design and midwife practitioners. The NHST also had a reputation of some 

years standing which taken together with architecture and innovation formed its distinctive 

capabilities. In relation to strategic assets, the NHST had a monopoly for specialist paediatric 

and specialist maternity services. The market for these specialist services would not support 

more than one provider. 
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Even if other NHST's wanted to develop such services, the start up costs would be too high. 

There was also the issue of regulation/accreditation. The Scottish Office would only fund one 

such centre in the West of Scotland, NHST 0, so the market was regulated. The medical 

Royal Colleges provided accreditation for specialist training only in certain sites, NHST 0 was 

the site for paediatric care in the West of Scotland. 

Tables 24 and 25 at the end of the Chapter summarise the development of strategic behaviour 

at NHST D. 
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Section 5: Evidence of Strategic Behaviour within NHST E 

Introduction 

NHST E had developed a strategic plan for the period 1994-1997. The plan addressed what 

the Chief Executive called 'corporate' objectives. These corporate objectives were to be 

attained through six priority action points and are illustrated in table 24. The success of the 

action points was to be measured through targets set within the three year time scale given 

above. 

Table 23. NHST E Corporate Objectives (Source: NHST E Business Plan, 1994/97). 

Secure educe Develop Develop pay Develop Develop 
contracts with waiting communication and reward costing and and 
purchasers. times. strategy. strategies. pricing. implement 
Expand Develop Improve health Extend Achieve ISIIT 
catchment. effectiveness and safety multiskilling. financial strategy. 
Deliver measures. management Develop targets. Improve 
contract Maintain systems. occupational Develop data 
requirements. continuous Promote best health and long term accuracy. 

improvement practice. health financial 
ramme. 

In light of the priority action points, the plan focused on three major areas: 

• the development of systems to facilitate better patient care; 

• measuring the effectiveness of services and; 

• reaching new levels of resource use. 
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These three areas were underpinned by a review and restructuring of the NHST's clinical 

services (see chapter 9). The NHST's strategic plan took cognisance of the fact that over 

90% of NHST E's income52 for the 1994/97 period would come from its main purchaser East 

AHB (see chapter 6). The NHST was effectively tied into East AHB as a purchaser, and while 

East AHB purchased services from other NHST's, NHST E was limited in attracting additional 

income. The NHST was aware that East AHB's purchasing intentions would be shaped by 

SHARE, and that as a result of this the AHB would in future have less resources available to 

buy health care services. 

East AHB had also indicated that there would be a significant shift in resources from the 

secondary care to the primary care sector and had identified a number of priorities for clinical 

services including diabetes, coronary heart disease and cancer. NHST E, through its strategic 

plan, intended to develop services to meet the priorities set down by East AHB and hence 

maintain contract income. Other AHB's purchased care from the NHST, including West AHB 

in the City. As a result of this NHST E was also keen to promote its clinical services to the 

City and West AHB. The waiting times for certain specialties were known to be longer and 

more expensive53 with the City NHST's, than at NHST E. The NHST saw particular strategic 

opportunities for extending clinical services to patients in the City who were waiting for certain 

procedures, for example cataract surgery and hip replacements. As such the NHST's 

potential for market penetration and development appeared promising. Although not 

representing a significant proportion of its contract income, NHST E had attracted a small 

number of patient referrals from GPFH's. In 1995/96, eight GPFH's referred patients to NHST 

E including some City GPFH's. The NHST thought this was important as there was, at the 

time of the research, no GPFH's within its local catchment area. The development of locality 

purchasing54 by both East and West AHB had the potential to change the shape and pattern 

52 NHST E Strategic Plan 1995-1998. 

53 Scottish Office figures. 
54 With locality purchasing, AHB's devolve responsibility and funding for the health care 
needs of locations, hence locality purchasing within their area, to small groups. 
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of providing clinical services in the future. NHST E would be taking every opportunity to 

market itself in response to the requirements of the localities in relation to clinical services. 

Important areas in this marketing exercise was a risk assessment which included: 

• Changes in AHS purchasing; 

• The impact of GPFH's; 

• The NHST's main competitors and; 

• Strategic change in acute service provision in both East and West AHS's. 

Strategic Analysis 

The NHST had carried out a strategic analysis. Its Chief Executive indicated that NHST E had 

considered a number of factors, although not based on any particular model of strategic 

analysis. The issue of potential entrants/new entrants was used as an example. NHST E had 

considered how vulnerable it was to other NHSTs taking some of its clinical business that the 

NHST provided such as ophthamology and urology. The nearest threat was NHST B. 

Alternatively, NHST E had been a new entrant in relation to orthopaedic (see chapter 7) and 

ophthamology se ices North of the river. This had been at the expense of both NHST C and 

the local NHST, LHC. The Chief Executive continued and discussed substitute products or 

services and how the NHST was attempting to counteract these forces and pressures. 

Although not using the language of Porter (1980) as such, the NHST's Chief Executive had 

considered elements of the five force model. 

"If the business, or threats of substitutes, is taken as an example, you could 
argue that the concept lying behind a primary care led NHS is to encourage 
the development of substitutes to substitute locally based more responsive 
care for patients for the more expensive high tech hospital institutional care. 
[NHST E] in light of this is going to appoint a primary care adviser, a GP, who 
will be part of the NHST management team" 
(Chief Executive NHST E). 

This was a significant innovative approach as there had been in the past a distinct divide 

between secondary care and primary care, and the Chief Executive was not aware of any 

other NHST that had done this. This, it was hoped, would find ways of blurring the traditional 

border between primary and secondary care that could enable NHST E to develop a range of 

"products" that were much more consistent with a primary care led NHS. There were 
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elements of a PEST analysis having been carried out here, as the primary care led NHS was 

politically, economically, and technologically driven. The Government wanted care to be 

moved from the acute sector to the primary care sector as care was cheaper in the 

community , and advances in technology meant that many procedures could also be carried 

out easily in the community. 

The NHST would also be entering a new market in primary care services, and was seen as a 

way to prevent primary care taking away part of the NHSTs business. For example, the NHST 

could provide specialist nursing care and support out in the community, but also based upon 

the very close links into the hospital. It would be more sensible, the Chief Executive 

continued , for the NHST to develop and provide these services, rather than to leave it for GP's 

or Community based NHSTs to do so. This indicated that there were two strands to this 

particular area of strategic behaviour. The appointment of a local GP to the NHSTs 

management team would give an insight to the types of services that GP's wanted to see 

developed , and it would also allow market penetration and development in relation to 

community based clin ical services which would be new to NHST E, another innovation. 

There would also be the opportunity to develop strategiC alliances and joint ventures with 

GP's. 
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Strategic Options 

NHST E did set out to follow a strategy of cost leadership, but abandoned it. The NHST quite' 

explicitly followed the path of low cost, but it became clear that purchasers were not 

purchasing on the basis of price alone. As a result, the NHST began to use a differentiation 

strategy with a definite focus on quality targeted to GP's. 

"They [the purchasers] were not taking into account relative efficiency, and money 
was not following patients. So there was absolutely no benefit to focus on cost 
reduction. What the Trust is doing now is focusing much more on quality and ' 
differentiation in terms of trying to be innovative in development of primary care 
led initiatives. Quality in the sense that the Trust pushes the continuous 
improvement of services within the Trust. Differentiation in the sense of wanting 
to develop relationships with GP's that may be innovative. The Trust has almost 
abandoned the desire to be the cheapest Trusr 
(Chief Executive NHST E). 

The NHST had been considering mergers, acquisitions, joint ventures and strategic alliances 

at the time of the research. The question of mergers was difficult. This the Chief Executive 

felt was because NHST's. generally, were yet not mature enough to sensibly discuss mergers . 

Too many NHST's, he continued, may have regarded mergers as a threat to themselves, and 

there was much defensiveness rather than examining some strategic sense in a particular 

geographical part of the country. The Chief Executive felt that any real mergers were perhaps 

1-2 years away. However, 

"It seems to me that one of the things that needs to be taken into account if we 
wanted to pursue mergers sensibly, is we.would have to ask the question what 
is it actually going to add? What value is it going to add to the process by merging 
two [or more] Trust's who a few years ago made successful arguments that by setting 
up on their own, they would bring added value to the provision of healthcare? My 
fear and concern is that a lot of the initial talk about mergers is more aligned to the 
power and ambition of particular NHST's, rather than to bring about benefits to all the 
local populations that can be served by any super Trust" 
(Chief Executive NHST E). 
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Mergers would therefore have to demonstrate added value. This added value could be a 

reduction of management and overhead costs if only one NHST was managed instead of two. 

However, the Chief Executive added that there would have to be safeguards against the 

perceived threat to the further centralisation of services. Mergers would be easier in a 

situation such as existed within the City where the distances between NHST's were far less 

than it was in the more widespread areas that NHST E operated within. 

Strategic alliances were different altogether. NHST E had been trying quite hard to develop 

strategic alliances with a number of NHST's, some acute, some community. NHST E and 

these other NHST's had some mutual dependence on what the Chief Executive called "win-

win" situations. These were not going to be easy to develop, he continued, as both sides 

needed to be comfortable that such moves were in their best interests in the long term. NHST 

E had also discussed the need to develop, on a specialty basis, proper strategic alliances with 

the major teaching hospitals in the City. 

If vascular surgery is taken as an example, NHST E did not have this specialty at the time of 

the research55. There was a resource gap which would be expensive to set up, but value 

would be added to NHST E through a strategic alliance with a City NHST (Craven et ai, 1993, 

Waters et ai, 1994). NHST E patients who needed vascular surgery were referred either to 

NHST A or C, depending on which one of NHST E's own consultants were treating the 

patients. NHST E was attempting to determine where the best vascular service could be 

provided, both in terms of clinical outcomes for the patient, and the service in the sense of 

responsiveness to the needs of NHST E. NHST E would then try to influence its consultants 

to focus on referring their patients to one hospital thus improving the overall arrangements for 

patients. 

55. NHST E had been offered vascular surgical services by two different City hospitals, but 
did not want to "jump at the first offer", because it wanted to make sure that the clin ical 
outcomes from this service would provide the best service for its patients. 
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At the time of the research the approach taken was that the consultants at NHST E would 

refer patients for vascular work to several NHST's in the City. These developments were only 

at an early stage, but indicated where the future lay. Switching to the issue of diversification, 

the Chief Executive was of the opinion that there was not a great deal of mileage beyond an 

NHST's 'core' business of providing healthcare. There had been some examples of NHST 

support services such as catering , vehicle servicing, and medical photography taking private 

work, but this had not amounted to anymore than 1 % of any NHST's income. 

Strategy, Resources and Capabilities 

NHST E was different to NHSTs A - D in that it provided very general clinical services, with 

some specialisation in urology and ophthamology services. The Chief Executive said that 

although the NHST had some specialist services, East AHB still referred patients to the City 

NHST's for the bulk of this work. Another significant difference was that 90% of the NHST's 

services were bought by one purchaser, East AHB. While NHST E had no specialisms by 

which i could differen iate i se rom 0 her HSTs, the general services it provided could be 

differentiated in terms of cost and quality via good waiting times for patient referrals. The 

clin ical services provided the NHST with access to the local market for such services, but also 

to potential markets in the City in relation to costs and waiting times, and ultimately to the 

market for orthopaedic services North of the river at the expense of another provider 

(see chapter 7) . 

While other NHST's could imitate the general nature of the services on offer by NHST E, they 

could not imitate the cost of these services nor their quality, measured by better waiting times. 

This subtle change in imitability, in relation to price and quality, new market access North of 

the river, and good waiting times ensured that the general clinical services provided by NHST 

E were also the source of the NHSTs core competencies. 

A similar adaptation of Kay's Distinctive capabilities and strategic assets can be made in 

relation to NHST E. The NHST's architecture included: the relationships between the 

245 



managers and clinicians and between clinicians and support staff (internal) and via the 

intention of developing a strategic alliance between acute and community based NHST's in a 

collaborating exercise (network). The NHST had the reputation for providing low cost high 

quality general clinical services. Innovation was demonstrated by the NHST differentiating 

itself from other NHST's by developing primary care services from an acute site, and inviting a 

GP on to the NHST senior management team to advise on primary care issues. As for 

strategic assets, the NHST had no monopoly of clinical services. However, it benefited from a 

market testing exercise by East AHB. Finally, the NHST benefited from having a low cost 

structure hence its prices were cheaper than other NHST's. 

Tables 24 and 25 summarise the development of strategic behaviour at NHST E. 
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Conclusions 

This chapter has examined the empirical evidence to examine the development of strategic 

behaviour within the five NHST case studies. The evidence suggests that strategic 

management at NHST level was beginning to develop where previously none existed. These 

approaches developed as a direct result of the introduction of an internal market and 

competition into the NHS, and from the formation of NHST's who had (limited) freedom from 

AHB control. All of the NHST's had engaged in strategic planning and objective setting which 

covered a 3 - 5 year period. There was also an observable similarity in the types and forms of 

strategic analysis that were occurring within the NHST's. In chapter 4 we noted that the 

strategic management process included three stages: analysis; choice; and implementation. 

In none of the cases did respondents indicate that they had explicitly followed all three of 

these stages. The case studies also alluded to strategy processes which took account of the 

context the NHST's found themselves operating within, path dependency in relation to existing 

service provision, and the development of multiple relationships between the NHST's and 

within the NHST's. 

There were distinctive differences in the depth of analysis carried out within the large City 

teaching NHST's, particularly between NHST A and C, and the smaller NHST's. This may 

have been due to the individual Chief Executives, at least two of whom had entered the NHS 

from the private sector (NHST's A and C). Chapter 2 indicated that both NHST's and AHB's 

consisted of Management Boards composed of Executive Directors and Non-Executive 

Directors. These Boards were modelled on Management Boards found in the commercial 

sector. The evidence reported in this chapter suggests that the role of these Boards in the 

formation of strategy at NHST level was minimal, and that any strategic decisions were made 

by the Executive Directors of the NHST's who were the senior managers of the hospitals. 

However, all major decisions regarding the strategy for the NHST's had to be ratified by their 

Boards which may have indicated that they existed merely to 'rubber stamp' decisions already 
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made by the NHST's senior managers. All of the NHST's had engaged in or intended 

engaging in a marketing exercise aimed at informing purchasers what clinical services they 

had on offer. Strategic alliances, jOint ventures, and collaboration were also actively being 

pursued by all the NHST's. 

Tables 25 and 26 provide a summary of the strategic behaviour observed within the five NHST 

case studies. 
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Table 25. A summary of the strategic options either considered or used by 
NHST'sA- E. 

Strategic Option NHST 

Although no respondents used the terms explicitly, it appears that in all the cases there was 

some evidence of a resource based approach to strategy being implemented which 

complemented the positional approach to strategy formation. The resource-based approach 

is of some interest concerning NHST's A-D. Penrose (1959) argued that a firm's resources 

were a product of the particula~ path a firm has followed through time. NHST's A - D, as 

hospitals, had been established for many years. These NHST's had 'accumulated' their 

clinical services because of history and opportunity. The Scottish Office funded specialist 

clinical services such as neurosciences, renal transplantation, and oncology only in certain 

areas. These NHST's were lucky enough to be chosen some time in the past, and provided 

these services as the result of history. NHST's A and C in particular were attached to a City 

University which gave them the opportunity to be involved with research and development in 

certain areas at the expense of other NHST's. 
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These NHST's had an advantage over other NHST's before the advent of the 1990 NHS 

reforms and internal market, and their Chief Executives were attempting to find ways of 

deploying their 'resources' which gave them an advantage over other NHST's, what Penrose 

(1959) referred to as 'strategic architecture'. 

On a final note, some strategic moves were also seen to have emergent properties and in 

many cases could have developed as a direct result of the resources that formed the core 

competencies and distinctive capabilities of the NHST case studies. Meanwhile we note a 

number of points that will be returned to in chapters ten and eleven: 

• All of the NHST's had engaged in some form of strategic planning as part of their strategy 

forming process; 

• All of the NHST's (apart from D) had considered some elements of Porter's five forces 

model to assist them in developing their strategic development; 

• All of the NHST's (apart from D) had pursued a strategy of cost leadership. This was 

abandoned in favour of them using differentiating strategy with a specific focus of their 

services to particular segments or groups; 

• None of the NHST's wished to divest any of their clinical services and; 

• Although not made explicit, all of the NHST's had considered their resource bases as a 

means for strategic development. 
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Chapter 9: Clinical Directorate Strategy, Operation, and 
Management 

Introduction 

Chapter 5 introduced the concept of clinical management and the form that it has taken within 

hospitals in the NHS, namely the Clinical Directorate. It also postulated Clinical Directorates 

as the strategic business units (SBU's) of NHST's because of their specialist clinical services 

that purchasers would want to buy. Chapter 8 examined the development of strategic 

behaviour at NHST senior management or macro level within the five NHST case studies at a 

macro level. Chapter 9 will now examine the development of strategic behaviour at individual 

Clinical Directorate (micro level) within the five NHST case studies. The chapter consists of 

five sections, each section will examine each NHST, and their Clinical Directorates in detail. 

The Clinical Directorates were all represented in their NHST's strategic forum which consisted 

of all the NHST's Executive Directors and their Clinical Directors. This forum had a number of 

titles depending on the NHST. Typically it was either the Trust Management Group (TMG), 

Corporate Management Team (CMT), or Trust Operational Management Group (TOM). Of 

particular interest will be the relationships between the NHST senior managers and their 

Clinical Directorates. This will be analysed using the corporate parenting literature discussed 

in chapter 4. To re-cap, the corporate parenting styles were controller, coach, and 

orchestrator. The NHST senior managers, as parents, could either add or destroy value, 

value implying the degree of freedom that the Clinical Directorates had to operate as SBU's 
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Section 1: Evidence Related to the Clinical Directorates of 
NHSTA 

Introduction 

NHST A had Clinical Directorate management teams consisting of a Clinical Director who was 

part-time, a Business Manager (BM), and an Operational Service Manager (OSM) who Were 

both full-time. The OSM would either be a nurse if a bed-holding Directorate or PAM56 

manager if a nonbed-holding Directorate. The management structure of the Directorates 

resembled the clinical triumvirate typology (chapter 5). The strategic management forum at 

NHST Awas the TMG. 

For the Chief Executive of NHST A, the issues associated with Clinical Directorates 

surrounded that of control and what he called 'corporacy'. 

"One of the difficulties, I think, is the potential for the blu"ing of accountability, 
because of tne model of devolution wililill the Nf-iS. liViiere UII [lie one hdnd 
you could say, Clinical Director, here's your business and operational support, 
here's your budget, please go away and run a £15M business, 1'1/ see you in 
March and see how you got on. If the Clinical Director makes a 1 % e"or on 
the Directorate budget, this could be £150,000 that the Trust has to find" 
(Chief Executive NHST A). 

The Chief Executive of NHST A said that a 1 % error in industrial or commercial terms could be 

lost in the system, but in the NHS the £150,000 had to be found somewhere else as cost 

equaled price. 

"So there is an element of, on the one hand I trust you [Clinical Director], please go 
away and do all the good things which Clinical Directorates are meant to imbue the 
organisation with, local ownership, creativity, making decisions quickly and close to 
the patient. But on the other hand, you've got to deliver absolutely as planned 
otherwise we are all in dire straits. This is the main difficulty and risk". 
(Chief Executive NHST A). 

56 PAM, Profession Allied to Medicine such as a PhYSiotherapist. 
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Part of this process would be therefore to devolve financial responsibility to the Directorates. 

This was evidence of the NHST senior managers creating value through their stand-alone 

influence by allowing the Directorates to take the financial responsibility for the clinical 

services they provided using a coaching style of corporate parenting. The Directorates' 

decentralisation contract had given a considerable degree of freedom over how the 

Directorates spent their budgets, according to the Chief Executive. However, their freedoms 

were very much at the margins as their budgets tended not to be very different from one year 

to the next. The Clinical Directorates had to produce operational plans for each year and had 

accountability reviews each quarter, where their performance was measured against their 

operation plan. These operational plans were then pulled together into the Trust's strategic 

plan. Although there appeared to be a certain degree of freedom for the Directorates, there 

still was control exercised by the NHST's senior managers. 

The Clinical Directorate Strategy Process 

Three SM's were interviewed at NHST A. They managed the specialties of Obstetrics and 

Gynaecology, General and Orthopaedic surgery, and Cardio-thoracic surgery. The SM's said 

that all the NHST's Clinical Directorates were supposed to examine the NHST strategy first, 

and then use this to inform their own particular strategies. The NHST's mission statement, and 

therefore its objectives, were agreed with all the Clinical Directors. Strategic analYSis was 

based on a combination of SWOT or PEST analysis. The Directorates then built their business 

plans on the basis of the service developments that they wanted, and clinical activity levels. 

These were then compared to the NHST's objectives. The format for developing strategy in 

relation to the NHST was an iterative process. The Directorates Clinical Directors and BM's 

discussed with the Trust Soard their activity projections for the end of the current and following 

year including service developments, proposals for service changes, and cost improvement 

programmes. This would also lead to the Directorate's budget allocation for the following 

year. 
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One Directorate will be examined in detail, Burns and Plastics. 

The Burns and Plastics Directorate was considered as one of the 'stars' of NHST A. It 

generated large amounts of revenue for the hospital as no other NHST in the West of 

Scotland provided such a service. The BM said that NHST A had a monopoly for these 

services in the West of Scotland. This could be viewed as one of Kay's (1993) strategic 

assets. This monopoly was as a direct result of Scottish Office regulation of specific centres 

dealing with particular clinical specialties, in this case burns and plastics. The NHS would not 

support more than one such provider. There were a number of innovative service 

developments that the BM felt the Directorate had to offer which were backed up by the 

reputation of the NHST. These services were also being actively marketed to GP's and 

AHB's. For example: 

• There had been a new service development in laser surgery which could successfully treat 

birth marks, scars and tattoos. The Directorate held an open day and it attracted many new 

contracts for the service. Another open day for this Directorate was planned, together with 

a brochure outlining the work of the laser suite. The Directorate had also 'sold' a session 

of laser treatment to the private healthcare sector. This had become a good income 

generator for the Directorate. It was something that was going to be developed in the 

future, and provided access to the private sector health care market. 

• It had developed a new innovative aggressive treatment for burns which not only improved 

the quality of life for patients, but also reduced their length of stay in hospital and; 

• The Directorate had the only oral-maxillary facial laboratory in Scotland. It produced life­

like parts of the head and face for patients who have had surgery as a result of injury or 

disease. 
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This Directorates' core competencies (Prahalad and Hamel, 1992) were in burns and plastics. 

These specialties were difficult to imitate, gave the Directorate access to markets in both the 

public and private sectors, and the expectations of purchasers would be that their patients 

would be well treated with good waiting times. The Directorate displayed all three of Kay's 

(1993) distinctive competencies. Architecture was seen in the series of relationships that were 

formed between the Directorate, purchasers, and GP's which allowed the Directorate to 

respond flexibly to the demands of purchasers and GP's. Innovation in new areas and 

technologies was evident, and finally the reputation of the Directorate was enhanced by the 

architecture and innovation. Of course the Directorate had a monopoly (strategic asset) and 

the 8M said that this was used as a lever upon which to build its strategy and market these 

specialised services. 

Organisational Culture 
However, all the 8M's agreed that sometimes in reality the clinicians had to be reminded of 

what it was that they were working towards. Clinicians on the whole were not that business 

orientated. hut r:;omp. were better than others. This, she said, was down to the culture in which 

the clinicians were brought up with and within which they operated. The clinicians would have 

to learn to think strategically within the wider context of their Directorates and NHST's, rather 

than concentrating on the localised concerns of their professional interests in the 'new' NHS 

(Loveridge and Starkey, 1992). This issue concerning culture will be returned to with NHST's 

8 - E. The important factors relate to the discussion of organisational strategy and culture in 

chapter 4. To briefly re-cap, culture is important in relation to determining the capabilities of 

an organisation, and if organisations are to compete successfully a synergy has to occur 

between strategy and culture. Underlying values and beliefs of organisational members have 

to change, and this is particularly so with new organisations such as NHST's. What we are 

seeing with NHST's, is a blurring between Mintzberg's (1979) machine and professional 

bureaucracies, where the two now had to work more closely than before and indeed it was 

paramount that they did so in the new NHS system that operated at the time of the research. 
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The cultural web of the clinicians effectively legitimised their behaviour through a long training 

process. This process did not take cognisance of the importance of working in a team, 

particularly with managers, and operating within a cash limited system based upon contracts 

for agreed levels of activity, brought about by Government policy at a macro level and 

implemented by AHB's and NHST's at a micro level. 

Clinical Directorates and Contract Negotiation 

There was an issue with the Directorates concerning contracting and contract negotiations 

with purchasers. The NHST had a central Contracting Department, and the Clinical 

Directorate management teams discussed with this department the source of their contracts, 

however, most of the contracting was done through the NHST Contracts manager. The 

Directorates were not happy from being excluded from the negotiations with purchasers as 

this could have an impact on their strategic programme. This was also at odds with the 

BAMM et al (1993) statement (see chapter 5) which recommended that for effective 

contracting there should be meaningful involvement of an NHST's clinical specialties in the 

contracting process. The Chief Executive though, felt that it was better for the NHST to 

negotiate on behalf of all the Clinical Directorates, rather than have them all negotiating 

separately with purchasers at the same time which would be time consuming for them and 

lead to increased transaction costs. 

The Clinical Director for the Obstetrics and Gynaecology Directorate had some misgivings 

concerning the Directorates at NHST A. The Directorate would get "clobbered" if things went 

wrong, but when things were going well, it did not see the money it generated. The 

Directorate had a budget of £15M, but most of it was tied up with salaries, so the actual 

working figure was about 20% of this figure. The scope for managing the 20% was very 

restricted, he continued, and while there may have been potential for being innovative with the 

20%, the way things were structured made this unlikely since there was still central control of 

financial matters by the NHST senior managers. This had a very tight grip on both the 
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Directorate, and wider NHST. As a result there was very little autonomy exercised by the 

Directorate, but the Clinical Director realised that there had to be some supervision if large 

amounts of money were to be devolved to Directorate level. He said that there was the feeling 

by all the Clinical Directors that they were there just to give the appearance of clinical 

involvement in management, but in truth the ability of any Clinical Director to influence 

management decisions was very limited. Again this was at odds with the BAMM et al 

statement (1993) that there should be a commitment to the decentralisation of authority and 

responsibility to Clinical Directorates. 

The Clinical Directors had made it clear to the NHST senior management that there was a 

great deal of discontent about the way management decisions were taken. Instead of the 

NHST CMT, which included the Clinical Directors, influencing the NHST Board, information 

was simply fed back to the Clinical Directors, rather than the Clinical Directors providing 

advice and support to the NHST Board. This brought back the issue, the Clinical Director 

continued, that if you were going to give people the responsibility of handling large amount of 

money, they had to be given time to manage it. 

As a Clinical Director he was allocated one session per week for management duties, but 

often did more with a full clinical load. He was of the opinion that there had to be a re-

examination of the whole clinical management process, perhaps with fewer Clinical 

Directorates, but with a real commitment on their part to make the system work. There also 

had to be a commitment on the senior manager's part to enable the Clinical Directors to have 

the time to make it work. This was at odds with the BAMM et al (1993) statement on the 

involvement of Clinical Directors in the strategy process within NHST's. 

"If you want clinicians to contribute usefully, and not just turn up and bo seen to 
rubber stamp decisions, then resources have to be properly allocated to allow 
this to happen" 
(Clinical Director, Obstetrics and Gynaecology, NHST A). 
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If you were dealing with a budget of £15M, the Clinical Director continued, it was critical that 

medical input should be recognised and that resources were needed to allow the system to 

work. Value was being destroyed by the NHST's senior managers not providing resources to 

allow Clinical Directors to 'free' time from their clinical loads to enable them to contribute more 

time to the strategic and other managerial work of their Clinical Directorates and wider NHST. 

However, the Chief Executive of NHST A said that the Trust management team had done a 

number of things to get Directorates' closer to the contracting process. This appeared to have 

been reflected in the NHST's decentralisation contract with its clinical specialties: 

• The basis of contracting was well worked through with the Clinical Directorate 8M, and 

there was a weekly meeting with the 8M and the Trust Contracting team; 

• Clinical Directors and 8M's were pulled into contracting for specific agenda items and; 

• The Clinical Directors were also invited to every contract meeting, so if they felt strongly 

about something they had the opportunity to attend to voice their concerns. 

Clinical Directorate Organisation and Configuration 

Another area where the Clinical Directorates and Directors in particular had been involved in 

the NHST strategic management process involved the actual Clinical Directorate 

configuration. All the NHST's Clinical Directors had a met to examine the issue of changing 

the configuration, although at the time of the research, both the senior managers and Clinical 

Directors had not reached any firm conclusions on what form this would take 
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This had been continued by the NHST senior managers actively involving not only the Clinical 

Directors, but also the younger consultants and senior registrars. 

"If we step back and look at the shape and future of the Trust, it has [the NHSTj, 
for the first half of this year, called together the "young Turks" from within the 
Directorates, the 30-35 year old senior registrars and consultants, to do some path 
finding around perhaps some of the more absurd ideas about the future of acute 
healtheare" 
(Chief Executive NHST A). 

With NHST A there was no definite plan for change, but talks were underway. A merger had 

already occurred between the Accident and Emergency and the Orthopaedic Directorates. 

One pilot Directorate was to be set up having devolved management with profit and loss 

accountability. The NHST senior managers were creating value to the organisation via both 

stand-alone influence and corporate development activities and would be 'coaching' this pilot 

Directorate. Table's 28 - 30 at the end of the chapter summarises the organisational 

arrangements and the strategic behaviour of the Clinical Directorates within NHST A. 
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Section 2: Evidence Relating to the Clinical Directorates at 
NHSTB 

Introduction 

NHST B had 12 Clinical Directorates which were set up in 1995. The Directorate 

management teams consisted of a Clinical Director who was part-time, a BM, and a NM if 

bed-holding or PAM manager if nonbed-holding, who were both full-time. The management 

structure of the Directorates resembled the clinical triumvirate model (chapter 5). The strategy 

forum at the NHST was the TOM group. The Chief Executive saw NHST B as acting as a 

holding company with the 12 Clinical Directorates operating as 12 divisions. The Directorates 

were told what the parameters were within which the NHST was working. Strategy was very 

much based on a top-down approach. The senior managers were in parenting terms 

'controllers . 

"They [the Clinical Directors] are told what the corporate policy is and they 
are told what the style is. They are then invited to work within it" 
(Chief Executive NHST B). 

Clinical Directorate Strategy Process 

Because of the relatively new Directorates system at NHST B, the Directorate management 

teams were just beginning to determine their own strategic direction. However, of the three 

BM's interviewed at NHST B, a SWOT and PEST analysis were beginning to emerge as the 

tool of choice for strategic planning. One of the BM's was considering using the Boston Box, 

but there were problems with this tool, for example the Directorate could not 'harvest' any 

service, and the NHST Board would not give approval in any case. The BM's, although using 

these tools, were not that convinced of their utility, as each Directorate already knew what 

services they were good at providing. Strategy also had the habit of emerging from 

discussions between the BM's and their Clinical Directors. A Clinical Director, for example, 
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might come up with an idea and then approach the BM for support to develop it into a proposal 

that could be taken to the NHST Board for approval. Some of the Clinical Directors were very 

keen on this kind of approach while others were not. This was due to what the BM's called 

"attitude" and the culture that many clinicians were brought up with. The prevailing paradigm 

was that they should not be expected to bid for service developments in this manner and it 

was an anathema to the practice of medicine. The NHST's strategic plan was an amalgam of 

its Directorates business plans. This was done as a bottom up approach. What the 

Directorate's produced as business plans went towards the NHST's strategic plan. They 

formed a summary of where the NHST was going in the next 5 years. 

The Clinical Director for Orthopaedics and AlE stated that there was a strategic forum, the 

TOM group where all the Clinical Directors met with the NHST Executive Directors to discuss 

strategy. However, he had the feeling that the NHST Chief Executive had already made the 

decisions before hand, and the Clinical Directors would simply rubber stamp them. The Chief 

Executive was described by the Clinical Director as "all powerful who was akin to a one man 

band with a group of helpers", although the NHST Board was supposed to make decisions. 

He went further to say that the Clinical Directors and their Directorates did not have very much 

managerial authority and responsibility. Another problem was the time available for a 

management role while at the same time having a full clinical commitment to the NHST. He 

spent three times as much time as was allocated by the NHST for Clinical Director duties. He 

was of the opinion that the other NHST Clinical Directors did likewise. 

However, the Chief Executive stated that the actual involvement of the Clinical Directorates 

and Clinical Directors in the management and strategy of the NHST was based on three 

areas: 

• They worked internally on their own Directorate business and development plans; 

• They worked opportunistically with the NHST Chief Executive in attempting to influence 

and lobby him to allocate resources to their Directorate. This supported Eden's (1988) 
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argument that strategy was dependent upon negotiation and bargaining between different 

groups; 

• They worked collectively or corporately as part of the NHST TOM group to 'pull' the 

NHST's strategic plan together. 

The NHST had a business planning year which included two or three 'away-days' held off the 

hospital site with all the NHST Clinical Directors, their Directorate management teams and the. 

NHST Executive Directors attending. At these away-days, as well as brain storming sessions 

on the future development of the NHST, the Clinical Directorates presented their individual 

business plans and why they thought that they should be funded. The NHST Executive 

Directors then gave their view of the NHST's environment and why some Directorates should 

be funded and others not. The strategy process was one of iteration and again involved 

negotiation and bargaining to reach a solution. Value was added by the NHST senior 

managers through corporate development activities, and functions and services influences. 

"Then we go into the final contractual round [with the NHST's purchasers]. Having 
been through the first skirmishes, we come back and tell them [the Clinical 
Directorates] what we got" 
(Chief Executive NHST B). 

The Chief Executive said that there was also scope for individual Clinical Directorates to 

actively seek business for themselves and the NHST. The Clinical Director for Orthopaedics, 

could go and enter negotiations with, for example, HCI ,supported by his Directorate 

management team. 

"He would have to write it up and present it to me. I in turn depending on what it 
is would need to make that to the [Trust] Board. And if we thought it was a good 

idea, me as an individual or the Board corporately would then send the [Trust's] 
Director's of Finance and Planning and Contracts to deal with the money, which 
says you've [the Clinical Directorate] negotiated the idea, we now want to look at 
the contracts conditions, the money" 
(Chief Executive NHST B). 

Despite the fact that it would be the Clinical Directorate which would be doing the work, it 

would be the NHST Chief Executive who signed the contract that effectively bound the NHST 

to do the work. Even though it could be a Clinical Directorate which found business for the 
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hospital, if the Director of Finance and Planning and Contracts did not think that the financial 

and contractual structure was in place, the Chief Executive would veto it. Value was created 

through the NHST's senior manager's functions and services and stand-alone influences in 

the shape of finance, planning, and contracts. 

The BM for the Directorate of Obstetrics/Gynaecology said that the Directorate system at the 

NHST did not follow the practice of the actual work that was carried out. A patient may come 

into hospital and undergo a variety of tests and treatments, but the Directorate system did not 

reflect this. The Directorate system essentially reflected disciplines or functions. However, if 

the true sense of Directorates were added, for example in a strategic area such as Surgery, 

and everything in this area belonged to a Surgical Directorate, then they would work better. 

All surgical procedures would then be carried out under one Directorate, rather than being 

fragmented depending on surgical sub-specialty such as vascular or eye surgery. There also 

needed to be more management devolution, for example on spending. In a previous NHST 

he had worked for, the Directorates could spend up to £50,000 without authorisation from the 

NHST Finance department. At NHST B he could not even spend £50 without authorisation. 

"With total devolved management there would be a much faster move 
towards Strategic Business Units, and the interest would then 
lie in the Strategic Business Unit, the Directorate, and not the Trust" 
(Business Manager, Obstetrics and Gynaecology, NHST B). 

This was the main criticism of NHST B's senior management team. According to the BM, 

instead of concentrating on strategic issues, they dealt mainly with operational matters. He 

said that if the Directorate BM's and their Nurse/Service managers were left to deal with the 

operational management of the Directorates and wider NHST, and the NHST senior managers 

managed the strategic issues of the NHST, the NHST would be more successful. Many 

NHST Chief Executives who had NHS management experience prior to the 1990 NHS 

reforms were not geared to deal with the strategic development of their organisations, but 

were more suited to operational management. This was perhaps related to the culture of 

these particular managers. While most of the debate in this chapter surrounding culture has 

focused on the effect of clinician culture on the NHST's, this BM concluded that the senior 
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managers at his NHST were still operating on hands on operational management mode which 

was the particular cultural paradigm that operated prior to the 1990 NHS reforms. The NHST 

senior managers were having difficulty in letting go of control and concentrating on strategic 

issues and this was causing problems at Directorate level. As with NHST A, there seemed to 

be some discrepancy with what the Chief Executive of NHST B said about the involvement of 

the Clinical Directorates in the NHST strategy process, their authority and responsibility, and 

what the Clinical Directorates said. This was at odds with the BAMM et al (1993) statement 

outlined in chapter 5. 

Clinical Directorates and Contract Negotiation 

The BM for the Surgical Specialties Directorate described the Clinical Directorates at NHST B 

operating in what she called a 'controlled environment'. The Directorate system at the NHST 

was still operating within an organisation that had much central control. It would work better if 

there was less control and 'interference' from the NHST senior managers. The contracting 

process was cited as a particular area of dispute. It was the NHST's Director's of Finance and 

Contracts and Planning who tended to negotiate contracts with purchasers. Only nominally 

were the Directorates involved. The Directorate were not happy with this situation, as they 

would like to be involved in negotiating the clinical activity that was "being signed up for". The 

BM for Obstetrics and Gynaecology Directorate suggested a far better approach would be for 

the Clinical Directors, their BM's and the NHST's Director of Contracts and Planning to 

negotiate 'corporately' as a team on behalf of the NHST. Clinical Directors would also let 

purchasers know about the complexity of producing a service outside the contractual aspects 

of the negotiations. The Directorates might see particular service developments as being 

important to them, but to be successful and gain support, they also had to be strategically 

important to the NHST as a whole. So value was added through the corporate development 

activities and linkage influence of the NHST senior managers. 
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Clinical Directorate Organisation and Configuration 

The Chief Executive indicated that there may be plans to reduce the number of Directorates to 

around 9 or 10 in the future as some of them had developed as far as they could because of 

their size. As a result they would be merged with a larger Directorate. In other cases their 

Clinical Directors had not been performing managerially, or were approaching the end of their 

tenure with no identifiable replacement available. The Chief Executive said that these Clinical 

Directorates were not worth supporting because, 

"You are taking all the decisions anyway, so therefore it would be better to link 
them in with a more forceful Clinical Director who is prepared to offer an opinion 
outside his or her own specialty" 
(Chief Executive NHST 8). 

In general the Chief Executive said he could see at least two further reductions in the number 

of Clinical Directorates. In 1998 there could be a reduction to around 9, and two years after 

that a reduction to around 6. This was based on what the Chief Executive called their 

respective 'change agendas'. The NHST senior managers would be adding value through 

corporate development and linkage activities. 

"A lot of Trusts have what they call a Surgical Directorate made up of General 
Surgery, Ophthamology, ENT, and Urology. We currently have four. They are 
all undergoing different change agendas, they all have got conflicting challenges. 
Each one of them should bottom out, in the sense that we will have taken them 
where they are going. After that they will be on a care and maintenance basis, 
keeping a close eye on how they use resources. But we will prioritise developments 
more corporately" 
(Chief Executive NHST 8) . 

The Chief Executive stated that each Directorate produced its own service development plan 

consisting of services which they hoped purchasers would want to buy. If urology was taken 

as an example, once the NHST had provided a urology service to a purchaser, the issue 

would then turn to how the surgical facility could be used more effectively. The NHST took the 

view that its facilities, in this case surgical, needed to get away from being solely a functional 

or discipline perspective dedicated to, in this case, urology. 
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Having a single Directorate and a powerful Clinical Director who would then manage it would 

be better than several smaller Directorates vying for theatre time or clinic time. Value would 

be created through the corporate development and linkage processes. 

Clinical Directors provided leadership, but were not seen as providing management leadership 

according to the Chief Executive. They were expensive in terms of the actual management 

contribution they made both to the Directorates and their contribution to the management of 

the NHST. Some did not make any contribution to the management of the NHST but could 

not be forced to make a management contribution. There were elements of the clinical culture 

emerging. While many Clinical Directors were embracing management at this NHST, others 

had taken up the role to support their existing cultural paradigm which gave them symbolic 

leadership and power, but were not prepared to take on board the management decisions that 

came with it. 

"Others have taken to it like a duck to water, and are making very difficult 
decisions because only they know where the money is being spent 
inappropriately, and people like me in ivory towers could never get to that 
level of change management. There are a number of Clinical Directors who 
came into the Directorate structure because of the leadership it would confer 
on them, but who also do not like taking management decisions. These 
individuals have to be tolerated as a result of the Clinical Directorate mode/" 
(Chief Executive NHST 8). 

Tables 28 - 30 at the end of the chapter summarises the organisational arrangements and 

development of strategic behaviour within the Clinical Directorates of NHST B. 
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Section 3: Evidence Relating to the Clinical Directorates of 
NHSTC 

Introduction 

NHST Chad 12 Clinical Directorates, and strategy forum was the TMG. The Directorate 

management teams consisted of a Clinical Director who was part-time, a 8M, and a NM/PAM 

manager, who were both full-time. The Directorate structure resembled the clinical triumvirate 

model (chapter 5). The Chief Executive was very supportive of the Clinical Directorate Model 

of clinical management. There were two main reasons for adopting Clinical Directorates at the 

NHST which saw the senior managers developing a parenting style akin to 'orchestrators'. 

• The NHS in the past did not have a very good understanding of its costs and, 

"One way of segmenting costs and looking at them in detail, and therefore in 
theory at least controlling them and spending the money where you see your 
priorities, is segmentation into business units of some sort, and that's one reason 
we have gone down the road of Clinical Directorates" 
(Chief Executive NHST C). 

• NHST C was a large organisation. If all the major decisions were taken by a small cadre of 

managers at the top of the organisation there would be problems. By introducing Clinical 

Directorates it was hoped that better management decision making would occur. Having 

decisions made at the top of the organisation would mean; 

"Things wouldn't happen very much, because there is only so much time in the day 
for that small group of decision makers. Further, some of the decisions aren't very 
good ones because that small group is so far removed from the information" 
(Chief Executive NHST C). 

The Chief Executive said there was a certain degree of financial and management devolution 

within the Directorate structure of the NHST. The Directorates had their own budgets and 

could spend, within limits, in any area of Directorate work. They also had their own personnel 

function and could 'hire and fire' staff but, 

"An awful lot of the further devolution to Clinical Directors and the enjoyment of 
Clinical Directors in the job is going to be based around purchasers empowering 
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some of their people to interact with Clinical Directorates instead of everything being 
done on a contractual basis which means everything being done by me and my 
opposite number and our Directors of Finance each year" 
(Chief Executive NHST C). 

This had led to a great deal of frustration within some of the NHST's Clinical Directorates. The 

Clinical Directors, the Chief Executive continued, had actually thought that they would have 

had more power and responsibility. She suspected though that this was because the market 

had not developed in any meaningful way, 

"And when I say the market, I mean issues about purchasing based on quality 
as well as on cost particular/y. So the Clinical Directorates, for example, had 
discussions with purchasers [West and East AHBj, but those discussions 
have not led to anything meaningful happening, and therefore there is a degree 
of frustration about that" 
(Chief Executive NHST C). 

One of the reasons for the development of Clinical Directorates was to involve clinicians in 

management (see Chapter 5). Clinicians would also have to interact more with hospital senior 

managers than they had done in the past. The relationship between the managers and the 

clinicians at NHST C was described by the Chief Executive as generally good. However, 

there were two areas of tension which had arisen which indicated a difference in culture 

between the managers and clinicians at the NHST. The first area concerned managerial and 

clinical differences. 

"One is where the imperatives of people like myself in terms of money and control 
of activity are not medical, and therefore they are not something that medics think 
about on a daily basis, and we sometimes miss a trick as a Trust because of that. 
So it is not a question of somebody playing a game and being awkward or 
whatever, its that the framework for thinking is very different for somebody whose 
main criteria in life is seeing and treating patients" 
(Chief Executive NHST C). 

The second area concerned clinical activity. 

"If activity is running over contract, then I would rather we stuck to the contract. The 
way to put pressure on purchasers is to work to contract numbers, therefore waiting 
lists rise, therefore purchasers are more likely to say, right here's more money, treat 
these additional patients. What a clinician wants to do is to treat patients who have 
been referred to him, and that makes it difficult for us to get money from purchasers 
because we are actually treating those patients, so purchasers think, well, you've got 
the money, so why should they give us anymore?" 
(Chief Executive NHST C). 
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There was the problem of trying to control the activity of the clinicians at NHST C. The cultural 

paradigm was such that they would treat any patient referred to them and that resources 

would be available to do so. The managers on the other hand, were concerned that if activity 

went over the agreed contract level, the NHST would not get paid. Over time the 

accumulative effect of this may have meant that the NHST would face a significant gap in its 

income stream which could have an effect on strategic areas such as new service 

developments. For the NHST to be successful, the culture of the clinicians would have to 

change and they would have to work more closely with the NHST's managers particularly in 

relation to strategy. This mirrored Loveridge and Starkey's (1992) comments that NHS 

managers, in this case clinical managers, would have to learn how to think strategically in the 

post 1990 NHS and not solely concentrate on narrower professional issues. 

The Clinical Directorate Strategy Process 

Three 8M's were interviewed at NHST C who managed three separate Clinical Directorates, 

Accident & Emergency/Orthopaedics, General Surgery and ENT. and Surgical Specialties and 

Nephrology. All three indicated that at Directorate level the tools of choice for strategic 

planning and analysis were SWOT and PEST analyses. The Directorates business plans had 

to tie in with the NHST's 4 year strategic plan and were summarised in the NHST's strategic 

plan. Although the Directorates could decide what they wanted to do from one year to the 

next, there were constraints. Ha~ing a corporate 'fit' was also seen as being essential , with no 

independence of action. Any new service developments also had to go before the NHST 

Board for approval before they could go ahead, as new developments could have an effect on 

the work of other Directorates. Value was added by the NHST senior managers through 

linkage influences and corporate development activities. 
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There were other areas where Directorate strategy was more focused. For example, the 

Surgical Specialties and Nephrology Directorate had a monopoly, a strategic asset 

(Kay, 1993), in renal transplantation for the West of Scotland and was internationally 

recognised as a centre of excellence. There was also expertise in renal oncology with a 

urologist specialising in this field working with the NHST's Oncology Directorate which itself 

was the only centrally funded cancer centre in the West of Scotland, another strategic asset. 

Strategy here was based upon building on this expertise and using it to form links with other 

NHST's for the purposes of patient referrals, network architecture. Andrology was an 

innovative new service development where the Directorate had developed specialist expertise. 

This service development had also seen the development of nurse led clinics in urology, 

prostrate, and incontinence. So as well as providing a urology service the Directorate had 

expanded its activities into other areas where there was unmet demand from both GP's and 

patients57. It was interesting to note that 50% of the Directorates patients and 30% of its 

urology patients came from outside the City. Even though waiting times and costs for these 

patients were longer than at other City NHST's, the BM continued, patients were still being 

referred by GP's. The Directorate and NHST had the reputation of providing very good 

services. The Directorates' distinctive competencies therefore were based around reputation, 

innovation, and architecture in the shape of relationships between purchasers, GP's and 

patients. The Directorates' specialisms were its core competencies because they were 

difficult to imitate, the expectations of purchasers would be that the outcomes for patients 

were good, and patients from areas outside the City were referred to the Directorate thus 

providing access to the markets for these services in other AHB areas. 

"There is the potential to increase the Directorate's activity. You have to look 
to your strengths, and there will be things that the Directorate does that nobody 
else does, and that there is a demand for" 
(Business Manager, Surgical Specialties and Nephrology, NHST C). 

57 Information had been gained from GP's and patients via questionnaires. 
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Although SWOT and PEST were the strategy tools mainly used at Directorate level, the BM 

for the General Surgery and ENT Directorate, as part of an MBA course, had carried out some 

analysis using a Porters five forces and a distinctive competence model. She was attempting 

to find a method of incorporating these approaches into the formal Directorate strategic 

planning and analysis. She did stress that this was at a very early stage and she had not 

attempted to apply it to her Directorate at the time of the research. The five forces model is 

illustrated in figure 19. Table 27 illustrates a typical SWOT analysis, in this case for the 

General Surgery and ENT Directorate. The BM examined the Directorate's current activity, 

resources, and future service development. She had also considered the challenges faced by 

the Directorates and its external environment which could have an effect on the Directorate 

fulfilling its strategic plan. Issues which may have had the most impact were prioritised, and 

the Directorates resources were identified which set the Directorate apart from other NHST's 

and potential market entrants. 

Table 26. A SWOT Analysis for the General Surgery and ENT Directorate 
NHST C (Source: 8M General Surgery and ENT Directorate, NHST C). 

Breast Surgery 

limb Perfusion Service 

University Teaching Hospital, Research and 
Development 
Shortest length of stay for general surgery in 
Scotland 
Highest throughput and turnaround, efficient 
bed use 

High Turnover of nursing staff 

Ageing Equipment 

Limited allocation of capital resources to NHS 

Recruitment Challenge, particularly nursing 
and medical staff 
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Figure 19. An Analysis of the Quasi-market for Healthcare in the West of Scotland In 
relation to the Clinical Directorate of General Surgery and ENT. NHST C. 

Threat of Substitute Services 
LOW/MEDIUM 

- Day surgery 
- Laparoscopic Surgery 
Both being developed 
by the Directorate 
- Drug Therapies 
- New Technology 

Rivalry Among Competing 
Bargaining Power of Healthcare Providers 

Suppliers LOW LOW/MEDIUM 
_ Supplies = 90% - Other NHSTs take on more 
of expenditure complex worX, difficult to setup 
_ Pressure for NHST's r ..... --_ ..... - Non-City NHSTs provide 
to agree prices services they do not currently 
_ NHS main or sole have, difficult to recruit staff 
buyers for many - Quasi-marXet still embryonic 
I""nnl;"" 

Threat of New Entrants 
LOW 

- Expensive to set up 
- Limited profit 
- Private sector established 
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Bargaining Power 
of Purchasers 

HIGH 
- West AHB, 90% 
of activity 

... ___ 001- Increase in No and 
power of GPFH's 
BUT 
- Controls on quasi­
marXet 
- BenchmarXing to 
be applied 



Clinical Directorate Organisation and Configuration 

There were no immediate plans to reduce the number of Clinical Directorates, but discussions 

had taken place regarding their configuration. The Chief Executive said that one of the 

problems with having a large number of Directorates was that they could at times all behave 

like twelve cottage hospitals instead of one united organisation. If there were mergers and the 

number of Directorates were reduced, there would have to be some amount of thought and 

caution concerning the appropriate infrastructure of larger Directorates. The NHST senior 

managers would be adding value through linkage influence and corporate development 

activities if this occurred. Although talks had been held concerning Directorate mergers, there 

was some resistance particularly from some of the smaller Directorates. However, 

"Some of the big ones are quite big already, some of the smaller ones, particularly 
the ones that have not got a major change agenda, yes I could certainly see that we 
would combine some of those in a beneficial manner in due course" 
(Chief Executive NHST C). 

There were three Directorates58 that were going to be used as pilot sites for a new Directorate 

management structure which would have greater responsibilities. These pilots sites were to 

be for one year. Their management structure would consist of a Clinical Director who would 

be part-time, a Directorate Manager (OM) replacing the 8M, and a NM, both of whom would 

be full-time. It was anticipated that the new structure would allow a team approach to the 

strategic side of things. The OM would manage the day to day operational issues, and the 

Clinical Director would concentrate on the clinical and strategic areas of the Directorate. The 

NHST senior managers would be adding value through stand-alone influence and corporate 

development activities in a coaching and orchestrating parenting role. 

58. These were the Orthopaedic and NE, the Imaging, and the Beatson Oncology 
Directorates. 
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The Clinical Director for the Surgical Specialties and Nephrology Directorate indicated that the 

Directorate structure was still evolving, but had made decision making on the ground easier 

than in the past. Previously the management structure at the hospital followed several stages 

and many people were involved. The Directorate has had a major impact on the organisation 

of clinical care for his specialty, and as such had created value. However, he said that most 

of the Directorate and NHST TMG meetings tended to be dominated by financial matters. As a 

full-time clinician he felt he could not devote enough time to the Clinical Director's job. He was 

paid one session per week to carry out management duties. This was not enough time, but he 

did think that this would change in the future. It could be that Clinical Directors would have to 

give up more of their clinical time to devote more time to the management role as it was 

becoming more and more difficult to combine the Clinical Director and clinical role 

simultaneously. 

The Clinical Director for the General and ENT Surgery Directorate said that in the past these 

two specialties were managed separately. The specialties had now been brought together 

and were working well. There could be however, in his opinion more groupings of specialties 

under the one Directorate, for example, Surgery. But the NHST senior managers were not 

keen on this. He still had a full clinical load and juggled his times between the clinical and 

managerial roles. This tended to invade his own personal time and he considered the role of 

a full-time clinician and part-time manager to be incompatible with each other. 

The 8M for General and ENT Surgery considered that the structure of the NHST's 

Directorates suited what each clinical specialty was actually doing, but there were some 

issues that would need clarification. She was concerned with the issue of just how much 

responsibility and authority the NHST senior managers would allow to be devolved to the 

Directorates, as there were some powerful people who would not want to let go of control. 

Tables 28 - 30 at the end of the chapter summarises the organisational arrangements and the 

development of strategiC behaviour within the Clinical Directorates of NHST C. 
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Section 4: Evidence Relating to the Clinical Directorates of 
NHSTD 

Introduction 

NHST D consisted of 9 Clinical Directorates. The Directorate management teams consisted 

of a Clinical Director who was part-time, a 8M, and a NM if a bed-holding Directorate or PAM 

manager if nonbed-holding, who were full-time. The Directorate management structure 

resembled the clinical triumvirate model (chapter 5), and the strategy forum was the CMT. 

The Chief Executive said that the benefits of Clinical Directorates were consistent with 

redefining the organisation's shape. For example, making it more decentralised with less 

bureaucratic decision making, and transferring the balance of both opportunity and 

responsibility to lower levels of the organisation. The parenting style seemed to be a 

combination of coach and orchestrator. There will not be any discussion relating to core 

competencies or distinctive capabilities as these were covered in chapter 8. 

The other advantage was that doctors had become involved with management. However, the 

mistake that had been made was the development of wrong assumptions about the 

involvement of doctors in management. Clinical Directors, and their Directorates had become 

very operationally focused, and the NHST assumed that its Clinical Directors would have the 

skills to run their Directorates as businesses. Generally, according to the Chief Executive, 

Clinical Directors were not managers, and did not have the competency profiles of managers 

to run their Directorates in terms of operational management. The balance at the NHST had 

not been right. Clinical Directors should have been providing vision, strategic direction, 

leadership, contributing to the NHST strategic plan, and generally representing the interests of 

their Directorate. 
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However the Clinical Directors were managing down and not managing upwards and 

outwards. The Clinical Directors would have to be persuaded by the NHST senior managers 

of the appropriateness of their strategic influence at NHST level, rather than simply operating 

within their own narrow professional area (Loveridge and Starkey, 1992). The Clinical 

Directorate model had reinforced this and the process needed to be matured and developed in 

a different way. Another issue was the way the Directorates had been organised which had 

reflected the prevailing culture within the NHST. The Clinical Directorates had been set up 

reflecting existing powerful specialties. This had maintained the status quo within the hospital 

of existing groups, and the Clinical Directors had built on their cultural paradigm and the power 

and status that went with it. There may have been what BAMM et al (1993) referred to as a 

'disconnection' with the roles and responsibilities of the Clinical Directorates as perceived by 

the NHST senior managers and as perceived by the Directorates themselves. BAMM et al 

(1993) argued that if there was a confusion over roles and responsibilities, there could be a re-

emergence of old hierarchical networks which could undermine the whole system of 

decentralised management. Rather than contributing to the corporate agenda of the NHST, 

the Directorates were 'doing their own thing' according to the Chief Executive. Particular 

groups had benefited from power bases which did nothing for the delivery of health care. 

"This led to the reinforcing of professional tribalism that exists within health 
service organisations, and probably, with some regret, its has reinforced 
functionality which the Trust is having to dismantle if the Trust is gOing to 
deliver effective healthcBre" 
(Chief Executive NHST D). 

The Directorates, in the Chief Executive's view, had to manage the clinical service's strategy 

that the NHST was trying to implement over the next five years. The NHST had developed a 

five year clinical services strategy (see chapter 6) which described how the organisation would 

change in caring for children and mothers. A review of the NHSTs Clinical Directorates had 

been established in an attempt to match the organisational design to deliver this 'product'. 

The development of an Ambulatory Care Directorate (see chapter 8) indicated that the NHST 
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senior management team were trying to create value through linkage and through corporate 

development activities. 

Some 85% of the NHST income was now devolved to the Clinical Directorates, and each year 

the NHST pushed more of the ownership of this income to the Directorates. The NHST had a 

clearly agreed negotiated position on income streams generated above the targets that were 

set for Clinical Directorates to bring the NHST into balance. The Clinical Directorates in other 

words would get to keep this extra income. The NHST senior management team were adding 

value to the Clinical Directorates through their linkage influence and corporate development 

activities. 

The Chief Executive then discussed the issue of the relationship between what he called the 

centre (the NHST senior managers) and its parts (the Clinical Directorates). He said that the 

NHST had negotiated an operational framework document which described the relationship 

and accountability between these two groups in terms of their authority to spend, to vire, and 

income generate. So the nature of the decentralisation contract would appear to have been 

made clear to the Directorates. The Chief Executive was convinced that by not doing it this 

way would prevent the NHST from taking a strategic view of the whole organisation. Again 

the senior managers were acting in a 'coaching' and 'orchestrating' parenting role. 

The Clinical Directorate Strategy Process 

The Clinical Director for Paediatric Surgery said that as a Directorate, it did not sit down to 

formulate ways of attracting business. He considered that NHST D was in the unique position 

in being the only paediatric hospital in the area, and because of this it did not have to attract 

business in the same way as the other acute provider units within the City. It had in effect a 

monopoly in child care. In terms of strategic planning, the Directorate began from the 

previous years activity. This activity was used as a base line. There was a business analysis 

carried out once a year using SWOT/PEST, but he thought that this was done more for the 

whole Trust at CMT level. Added to this were regular monthly meetings of the Directorate 

278 



management team with the lead consultants of each of the departments contained within the 

Directorate where they decided what they could do/not do. The major strategic theme of a 

long term nature was to attempt to get all surgical paediatric referrals for the City referred to 

NHST D. 

Two Directorate 8M's were interviewed at NHST D. They covered the Paediatric Medicine 

and Paediatric Surgery Directorates. In theory the 8M's said that they and the Clinical 

Directors should sit down together to formulate the directorate's strategy using strategy tools 

such as SWOT and PEST. However, in reality this did not happen because some of the 

Clinical Directors did not see the point of the exercise, and it was not appreciated by some 

clinicians who did not think that these tools were appropriate in a clinical setting. The 8M's 

were of the opinion that this process would have to undergo a culture change to enable it to 

develop. The clinician's cultural web at the NHST had reinforced and supported their 

organisational paradigm. 8M's were new to NHST D and were still new to the Directorates. It 

was also an education process for clinicians to apply this kind of analysis to their work. 

Strategy also tended to develop, or emerge, the 8M said. For example, a Clinical Director 

could come up with an idea, and then may want help to support the idea from their 8M, rather 

than the 8M and the Clinical Director developing the strategy together. It might not even be a 

strategy, the Clinical Director could simply ask for an opinion of how the Directorate should go 

forward with a particular service. 

The Chief Executive said that the Clinical Directors of the NHST had a key role to play in the 

development of the NHST business plan and its strategic direction which underpinned the 

coaching style of corporate parenting, 

"As an example the Trust produces a written negotiated corporate plan every 
year which has names and time frames in it. The other evening the NHST had 
a two hour session completing the final negotiation on completing the corporate 
plan for Trust. This was clinically focused, not business focused, and the people 
at this meeting were the Clinical Directors, along with the Executive Directors of 
the Trust. However, the major ·shakers and movers" in this group are clinical. 
This pattern tends to repeat itself within the Trust" 
(Chief Executive NHST D). 
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All the Clinical Directors were very much involved with the NHST's strategic direction 

according to the Chief Executive. All of the NHST's key planning groups were made up of 

Clinical Directors, or their representative clinical staff. The NHST had also established two 

short life working groups composed of Clinical Directors and Senior Managers. One group 

was carrying out a review of the NHST Clinical Directorate structure and configuration. The 

other group was examining responses to strategic alliances, mergers, and acquisition issues 

for the next year. This latter group was also examining the NHST's pOSition in the revamped 

and reconstituted NHS post - April 1997, after the expected General Election. 

Clinical Directorates and Contract Negotiation 

A particular issue concerned the Clinical Directorate's involvement in the contract negotiations 

with purchasers. The BM's for the Paediatric Medicine and Surgical Directorates both said that 

contracting for the Directorates was done through the NHST's contracting team headed by the 

NHST's Director of Contracts. Although the Directorates did have an input, this was mainly 

specifying activity targets. The Directorates tended to be excluded when it came down to 

discussing money and they were unhappy about being excluded from this stage of the 

negotiation cycle as this could be when the negotiations became 'interesting'. This was again 

at odds with the BAMM et al (1993) recommendations. There might be, the BM continued, a 

maximum of 100 elective surgical patients. The purchasers could argue that they were 

prepared to pay the NHST what they paid last year for the NHST treating more patients 

(getting more activity for the same price), or they could argue that the NHST undertook less 

activity, but if it did this it would get less money. 

"This is when the negotiations really get going, and it is when the activity that 
has been agreed all along the way suddenly gets changed. As a Directorate, 
we would want to become involved at this level in the negotiation cycle" 
(Business Manager, Paediatric Surgical Directorate, NHST D). 

This was confirmed by the Clinical Director for Paediatric Medicine. However, there were also 

areas of tension within the Clinical Director role and with the Directorate's consultants. This 

existed because the Clinical Director did not have the full opportunity to negotiate with 

purchasers therefore ensuring appropriate income for her Directorate. She said that all the 
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sub-specialties within her Directorate were organised and run as Clinical Business Units. 

They were wanting to enter negotiations with purchasers who wanted to negotiate with them, 

according to the Clinical Director. However, the Directorate was blocked by the NHST central 

contracting process. There was no flexibility nor opportunity for the Clinical Directorates to 

have an impact within the contracting system. 

There also seemed to be a communication problem with the NHST senior managers and their 

Clinical Directors. The Clinical Director for Paediatric Medicine said that she did not know the 

policy of the NHST Chief Executive and Director of Finance when it came to purchasing and 

contracting. This would have been decided unilaterally between the two of them as the next 

contracting period approached, with little involvement from the Clinical Directorates. Within 

NHST D the Chief Executive was all powerful. This position was untouchable and it was not a 

personality issue. The Trust Board as a group of people did not have any influence or power. 

The Trust's Clinical Directors only had the authority and power the Chief Executive gave them, 

and the TMG had only the power that the Chief Executive allowed it. The Clinical Directors 

vision of her Directorate was that it would do aU the contract negotiation with purchasers 

according to the service developments that were required. However, the reality was that as a 

Clinical Director liaisoning with other clinicians, she was prevented from working with this 

vision because of the contracting system operating. This effectively prevented the Clinical 

Directorates operating as strategiC business units. To enable this to work there had to be 

commitment from the NHST's senior managers to allow the Clinical Directors and Directorates 

to operate their units and transform the NHS for the benefit of patients. The Clinical Director 

continued to state that the Chief Executive had set up two groups, one examining the place of 

the NHST in the market, and the other examining the re-organisation of the Clinical 

Directorate system within the hospital. 
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She questioned why two groups were set up instead of one. One could not operate without 

the other. 

"What's a Clinical Directorate structure without a market? If we as Clinical 
Directorates are to be strategic engines. there is no point in keeping us apart 
from discussions about the role o( the Trust. or in terms of interacting with other 
major entities in the market" 
(Clinical Director, Paediatric Medicine, NHST D). 

Tables 28 - 30 at the end of the chapter summarises the organisational arrangements and 

development of strategic behaviour within the Clinical Directorates at NHST D. 
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Section 5: Evidence Relating to the Clinical Directorates of 
NHSTE 

Introduction 

NHST E had 9 Clinical Directorates and had introduced Directorates in 1991 well ahead of 

what the Chief Executive called the "vogue encouraged by the so called Resource 

Management Initiative" (see chapters 1 and 5). The strategy forum was the CMT. The major 

advantages of Clinical Directorates, according to the Chief Executive, were that a 

management structure would be created which would be capable of exercising significant 

delegated authority, and there would be the direct involvement of doctors in management both 

at operational and strategic levels within the NHST. NHST E's Clinical Directorate 

management arrangement was different from NHST's A-D. There was not a Directorate 

Management team as such but a Directorate Management structure consisting of a Clinical 

Director, who was part-time, and a Service Manager (SM), nurses for bed-holding Directorates 

and PAM's for non bed-holding Directorates, who were full-time. The Directorate management 

arrangements resembled the two-person pendant structure as outlined by BAMM et al (1993) 

in chapter 5. This was odd in relation to NHST's A - D, but illustrates that Clinical Directorates 

emerged in each NHST depending on circumstances and the particular contexts each NHST 

was operating within (chapter 5). Directorates were also set up before the hospital became an 

NHST, and may have served the organisation well in this form. The Directorates were in turn 

supported by a Business Support Manager (BSM, see Chapter 7) who provided business and 

strategic advice to the Directorates. 

itA total of nine Clinical Directorates were established between 1991 and 1992 
and these have proven to be largely successful. As a result [NHST E] has become 
a well managed, effective and very efficient hospital, with significant clinical 
involvement being an integral part of the process" 
(Chief Executive NHST E). 

The Chief Executive of NHST E was a great believer in devolved management. All the 

Directorates had budget devolution and their Clinical Directors were accountable for the 

budgets. The Chief Executive was of the opinion that this devolution of authority and 
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responsibility needed to be continued to be pushed down to Directorate level so that there 

were fewer levels of control from Corporate to Directorate level. Clinical Directorates had 

allowed doctors to become involved with the management of the hospital, and provided a 

mechanism to allow budget devolution to the clinical specialties. The Chief Executive said that 

the Directorates were allowed to spend their budget as they wished to deliver their clinical 

service, however, there were fairly tight reins on issues such as staff grading and staff 

recruitment. The NHST senior managers had added value by stand-alone influence and 

corporate development activities and the adoption of both a 'coaching' and 'orchestrating' 

parenting style. Budget management had provided an incentive in allowing the Directorates to 

develop their services. The decentralisation contract (see chapter 4) between the NHST 

senior managers and the Directorates had been made quite explicit to the Directorates. 

"They have been given a certain degree of power to change things without 
it having to go higher, or just standing back and complaining that nothing 
ever happens" 
(Chief Executive NHST E). 

For the Clinical Director of Adult Medicine, the use of a Clinical Directorate was the best way 

to organise the work of the specialty. The introduction of Clinical Directorates and Clinical 

Directors had meant that someone could now be seen to have responsibility for the 

Directorate, could take blame if needed, and delegate responsibility. Everything concerned 

with the Directorate had to go through the Clinical Director. He also was much more aware of 

what channels to go through on behalf of the Directorate if needed. The most important role 

for the Clinical Director, he continued, was to ensure that the Directorate's consultants were 

committed and took a consensus approach to Directorate matters. He was allocated one 

session from the NHST for management duties, but probably spent around a fifth of his 

contracted clinical time on management areas. 

The Clinical Director for the Head and Neck Directorate had some reservations over the tiers 

of management within the Directorates at NHST E. There was duplication of effort because 

both he and his SM had to reply to memos and requests for information. He saw the way 

forward as having BM's who covered several Directorates, and having Nurse managers who 
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dealt with ward administration. He also felt that his Directorate was isolated from the other 

Directorates within the NHST. There were no regular meetings or communication between 

the other Clinical Directors in the Trust except at CMT meetings, or when problems occurred. 

This lack of communication was due to time, as all the clinical directors were extremely busy 

in their management role while maintaining a clinical load. The official time allocation to the 

post was supposed to be 1 session per week. However, in reality he put in between 2-3 

session per week to manage the five specialties within his Directorate. 

Organisational Culture 

The Chief Executive stated that main vehicle for the Clinical Directorates to become involved 

with the strategiC direction of the NHST was the CMT. All the Clinical Directors were 

members of the CMT. In the past the CMT has had an annual 'away-day' to allow 'strategic 

thinking' to develop and to develop the NHST's strategiC plan. This was an attempt by the 

NHST senior management team to add value through linkage influences and corporate 

development activities. However, this had not worked that well, the Chief Executive 

continued, because a number of Clinical Directors had difficulty in adjusting to the corporate 

role. The prevailing culture was to try to get as much for their own Directorates as possible, 

"And when life becomes tough, they [the Clinical Directors] have had difficulty in 
slipping off their representative role of what they can get for their own Directorate" 
(Chief Executive NHST E). 

The prevailing culture at NHST E was the Directorates operating as distinct and separate 

'firms' who did not want to affiliate to a much larger organisation. The Directorates did not 

have any shared values with each other. And when the senior NHST managers had tried to 

pull the Directorates together as a corporate body these tensions and problems had prevented 

this from occurring. Clinical Directors would appear to have to learn new management 

techniques and practices in light of the 1990 NHS reforms (Loveridge and Starkey, 1992). 

The CMT had also become, argued the Chief Executive, less influential since the NHST Board 

began to operate properly. In the past year the Clinical Directors had become almost 

sidelined because the Executive Directors of the NHST had tended to work very closely 
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together. They were also all full-time managers, whereas the Clinical Directors were part-time 

and still had a full clinical load. This had led to the NHST senior managers rethinking the 

Directorate organisation and configuration. This will be discussed later. 

The Clinical Directorate Strategy Process 

NHST E was one of the few NHST's who did not have 8M's attached to its Clinical 

Directorates, but instead had Service Managers (SM's) supported by a 8SM. The BSM had 

been working her way around the NHST's Clinical Directorates. She used the strategic 

management tools of SWOT/PEST analysis and also examined the strategy of the local AHB 

and what services it would like to see developed. In this way each Directorate would be able 

to have a focus. These tools gave an indication of what each Directorate's environment 

consisted of in relation to the West of Scotland, although she said it was fairly obvious, for 

example, a growing demand in the community of services provided by the Directorates, and 

an ageing population. However, it did reveal some interesting things that had been forgotten. 

For example, the increase in the use of sophisticated procedures, such as endoscopy, had led 

to delays in their introduction because of the time taken to train staff. Some of the NHST's 

consultants had been very positive with this type of planning and identified where they were 

going and what the key issues were. However, there were other consultants who were not as 

keen, and there had been some hostility, as these clinicians felt the process was just another 

paper exercise and they had experienced many before. 

Another problem was finding out what the capacity of the NHST was, where the NHST was at 

present, where it wanted to go in the future, and how it was going to get there. Not much 

thought had been put into this in the past. Some of the Directorates were very large with a 

number of smaller specialties contained within them. Part of the problem in relation to 

Directorate strategy, and NHST strategy in particular, was trying to balance where they all 

fitted in relation to each other. Rather than simply having a "wish" list of what each Directorate 

would like for the next year, which had been the situation previously, a more focused strategic 

planning outlook was now being developed. National programmes such as cardiac 
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rehabilitation and stroke initiatives all had to be considered at Directorate level. As the AHB's 

had to focus their purchasing in these areas, the BSM continued, this was where resources 

could be found to fund service developments. The Directorates had to examine their individual 

strengths, what they were doing well, what could be developed, and also the threats from 

other local hospitals who may have been providing a better service or wider range of services. 

This had been particularly successful with the NHST's Head and Neck Directorate. It had 

conducted a SWOT analysis for Head and Neck services in the East AHB area, and 

discovered that there may have been an opportunity for developing a pre-school orthoptic 

service for North of the river. This was already being undertaken in a piecemeal fashion by 

NHST C in the City, but local GP's wanted a better service. The GP's were approached by 

NHST E on behalf of the Directorate and asked via a questionnaire whether they would 

support a revamped service provided by NHST E. The GP's overwhelmingly gave their 

support to this, and NHST E successfully produced a business case for the orthoptic service, 

presented it to East AHB who then agreed to fund the service. As a result NHST C lost the 

service. The core competency of this Directorate was in ophthamology/orthoptics. It had 

enabled it to access the market for these services North of the river. Although NHST C 

provided a similar service, it could not provide the service GP's were wanting, and NHST E 

had the reputation of good waiting times and prices for general clinical services. The 

Directorate's distinctive capabilities were thus in the relationships it had formed with local GP's 

(network architecture), and the reputation it had built up for good waiting times. 
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Clinical Directorate Organisation and Configuration 

Of the five NHST's used in the research, NHST E was the only NHST which was actively 

reorganising its Clinical Directorate and CMT structure. The Chief Executive felt that there 

were too many Clinical Directorates. The balance between local identity and the difficulties of 

flexible working between specialties and different Directorates had led the NHST to rethink the 

structure. Clinical Directors were also finding it increasingly difficult to carry out their 

management responsibilities with the existing arrangements at the time of the research. This 

had led to a conflict of interest between their clinical and managerial roles. The Chief 

Executive described how the existing Directorate system had become less flexible, and there 

was the danger that this could be further reduced as pressure mounted to meet clinical 

aspirations, reduce costs and increase value for money. He stated that, 

"Directorates more jealously guard their own budgets and staffing and can 
be reluctant to share, even though this might be in the best interest of the 
Trust as a whole" 
(Chief Executive NHST E). 

Of the 9 Clinical Directorates, the majority were seen as being too small to justify and pay for 

the managerial skills required to operate at the level necessary to be innovative and 

responsive to the environment within which NHST E operated. The number of Directorates 

were going to be reduced from 9 Clinical and 1 Support, to 4 Clinical and 1 Facilities59 from 

September 1996. Value would be created by NHST senior management through linkage 

influence and corporate development activities using the 'coaching' and 'orchestrating' 

parenting style. 

The Directorate management structures were to be replaced by Directorate Management 

Teams (DMT's). These DMT's would consist of a Clinical Director, who would be part-time, 

Lead Consultants from each specialty not represented by the Clinical Director, a Directorate 

Manager (OM) and a Nurse/PAM Manager, who both would be full-time. The Directorate 

management structure would be moving to the clinical triumvirate model (chapter 5). The 
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DMT's were to receive new management training, with the Clinical Directors and Directorate 

Managers in particular receiving training in areas such as strategic and business planning. 

Value would be created from the NHST senior management team's functional and services 

influence. 

The NHST itself would have a "new" NHST management team, which would replace the old 

CMT. The new management team would be smaller than the existing CMT and consist of the 

four Clinical Directors and the Facilities Director, together with the five NHST Executive 

Directors. It was intended that this group would work much closely with the NHST Board, and 

there would be at least two occasions in the year where the new NHST management team 

and the new DMT's would meet and spend the day reviewing strategy together. The intention 

of this new structure was to bring the influence of the Clinical Directors much higher onto the 

agenda in terms of the NHST's strategic thinking, and of course working much more closely 

with the NHST Board. 

At the time of the research, the Directorates could not actively attract new sources of funding. 

This was to change from September 1996, and the new DMT's would have the responsibility 

to generate income. Negotiations with purchasers would also be carried out by the individual 

Directorates from September 1996. There had to be a close working relationship with the 

NHST Contracts Director, the Chief Executive commented, but there would be no central 

NHST Contracting team. This would be a significant difference between NHST E and the 

other NHST case studies. It would also be much nearer the recommendations made by 

BAMM et al (1993). Directorate budgets would be based on a certain amount of business that 

the NHST was contracted to provide. If a Directorate under-provided this business, its budget 

would be reduced, if it over-provided business, and this resulted in additional income, its 

budget would be increased. 

59. The Support Directorate was non-clinical and included the estates and services 
department. These were renamed as the Facilities Directorate. 
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In this way, the Clinical Directorates would assume a strategic business unit model with 

income generation powers and would have a significant input to the NHST's strategy direction. 

Tables 28 - 30 at the end of the chapter summarises the organisational arrangements 

development of strategic behaviour within the Clinical Directorates at NHST E. 
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Conclusion 

Clinical Directorates are new organisations which emerged within the case studies when the 

hospitals became NHST's, although NHST E had set them up prior to becoming an NHST. 

They can be best described as hybrid organisations attempting to combine clinical 

professionals managing a distinct decentralised management structure, including its budget, 

within a larger organisation. 

This chapter has examined a number of factors associated with the Clinical Directorates of the 

NHST's used as case studies. The development of strategic behaviour was an important 

area, and it has been demonstrated that in general all of the Clinical Directorates followed 

much the same process in developing their strategies and used the same strategy models and 

tools. The individual strategies of the Clinical Directorates informed the strategic plans of their 

NHST's. With no exceptions, the main strategic direction and vision was developed at the 

level of NHST senior management as indicated in chapter 8. It has also been shown that the 

number of Directorates and their configuration would be undergoing change in due course. 

This has certainly been the result of the NHST's re-evaluating the role of their Directorates 

and striving to improve their efficiency both Clinically and managerially. There was a need to 

have decentralised management arrangements within NHST's to operate with the 1990 NHS 

reforms, but in the case of NHST's A -E, the structure and configuration may not have been 

the most appropriate for the tasks required to work within the new NHS arrangements. This 

was similar to Ferlie et ai's (1996) argument discussed in chapter 1 that public sector 

organisations were conforming to 'organisational templates' or structures because this was the 

done thing at this time. The Directorate organisation in this case was certainly an 

organisational template that four of the NHST case study hospital set up. This took time to 

develop through the NHST system and it was only after operating for 2-3 years that the 

weaknesses of existing configurations became apparent. The relationships between the 

NHST's and their Directorates varied considerably in relation to their decentralisation contract, 

particularly with regard to degree of control, responsibility, authority and expectations. This 
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indicated in places, a conflict of financial control with an intent to devolve management 

responsibility (chapter 3). Finally the issue of organisational culture emerged as a key theme 

in relation to the corporate identity and strategic development of the Clinical Directorates and 

their NHST's. This was particularly evident with the clinicians and their approaches to 

strategic management models and concepts. Chapter 10 will now discuss the findings from 

the empirical chapters 7 - 9. 

Meanwhile we note a number of points that will be returned to in chapter 10. 

• The most common Directorate management structure was the clinical triumvirate model; 

• The strategic management models of choice at Directorate level was SWOT/PEST 

analysis; 

• The resources of the Clinical Directorates could be identified as core competencies and 

distinctive capabilities using Prahalad and Hamel's (1990) and Kay's (1993) criteria; 

• There were a number of corporate parenting styles in evidence, typically involving 

coaching and orchestrating the Directorates; 

• In general all of the NHST's were conSidering reducing the number of Directorates, 

decentralising more decision making to them, and giving them more responsibility; 

• Although the NHST Chief Executives gave the impression that they supported devolution 

of control and responsibility, this could be at odds with the impression given by their 

Directorates and; 

• The Clinical Directors were often struggling with a combined role of clinician and managers 

which prevented them providing the leadership and strategic vision needed for their 

Directorates that chapter 5 indicated they should have been providing. 
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Table 27. The Management and Organisational Arrangements of the Clinical 
Directorate with NHST's A-E. 

Yes, 3 

13 12 9 9 

CD,8M CD,8M CD,8M CD, 
NM/SM NM/SM NM/SM supported by 

8SM 
Yes, part-time Yes, part- Yes, part- Yes, part- Yes, part-time 

time time time 
1 session, 1 session, session, 1 session, 
(4 hours) (4 hours) (4 hours) (4 hours) 

Yes, pilot study No, but Yes, pilot No, but Yes, complete re-
proposed discussions studies discussions configuration 

un 
Yes Yes 

No No No No 

Clinical Clinical Clinical Two-person 
Triumvirate Triumvirate Triumvirate Pendant 
Yes Yes Yes Yes 
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Table 28. A summary of the strategic behaviour observed within the clinical 
directorates of NHST's A-E. 

Strategic Approach NHST Clinical Directorate 
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Table 29. A summary of the strategic options either considered or used by 
the clinical directorates of NHST's A - E 

Strategic Option NHST Clinical Directorate 
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Chapter 10: Findings and Discussion 

Introduction 

This chapter will address the key findings arising from the research questions raised in 

chapter 6. The main research question asked to what extent were NHS managers, clinical 

and non-clinical beginning to act strategically within the NHS quasi-market in the West of 

Scotland? There were also six supplementary questions. These were: what was the nature 

of the market and level of competition developing in the West of Scotland?; what evidence 

was there of strategic behaviour developing within the NHST case studies?; what was the 

nature of the strategic management process within these organisations; where was the locus 

of strategic decision making within the NHST case studies?; what was the involvement of the 

Clinical Directorates in the strategic decision making process within the case study NHST's 

and finally; what was the nature of the relationships between the case study NHST senior 

managers and their Clinical Directorates? 

The chapter will attempt to answer these questions by focusing on two main areas: 

• The main evidence relating to the key questions and; 

• Conclusions from this evidence. 

The chapter will be in four sections. Sections one will examine the nature of the quasi-market 

in the West of Scotland. Section two will examine the development of strategic behaviour at a 

macro level within the five NHST case study hospitals. Section three will examine the 

development of strategiC behaviour, the nature of the relationship between the NHST senior 

managers and their Directorates, and the organisational arrangements within the Directorates 

of the NHST case study hospitals. Finally, section four will integrate the economic and 

strategy frameworks used in the thesis. 
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Section One: The NHS Quasi-Market In the West of Scotland 

The empirical evidence reported in chapter 7 supports empirical work carried out elsewhere 

(Le-Grand and Bartlett, 1993, Walker and Craig, 1992, Ranade, 1994, Ferlie, et a11996) and 

the literature on social aspects of market operation (Granovetter, 1985, 1992, Sako, 1992). 

Rather than an atomised market consisting of individual buyers (purchasers) and sellers 

(providers), the NHS market consisted of a number of 'players' who had developed a series of 

relationships with each other. There were a number of reasons which led to the market 

developing in this way. These reasons were as follows. 

Market Structure 
Although there were relatively large number of providers (see chapter 7), there were limited 

number of purchasers in the shape of both AHB's and GPFH's. In some cases one purchaser 

bought as much as 90% of an NHST's business. By increasing the number of purchasers the 

structure of the NHS market in the West of Scotland could have been improved. This would 

only have been achieved by increasing the number of GPFH's. However, as a result of the 

1997 White Paper 'Designed to Care' (SODoH, 1997) GPFH's are to be replaced by GP Co-

operatives and Primary Care Trusts, so this can now be seen as an unlikely outcome. The 

number of AHB's could have been increased by dividing the existing configuration, particularly 

the larger ones such as East AHB and Ayrshire and Arran. This could have provided an 

additional five to six AHB's in total, but would have been unlikely given the 1996 Shields 

Report (see chapter 2). 

A Relational Market 

The NHS quasi-market in the West of Scotland could be described as a relational market that 

was socially and institutionally embedded. Although prior to the 1990 NHS reforms AHB's and 

their hospitals had close relationships, in general they were on a command and control basis. 

Relationships had formed between the AHB's and the NHST's, which although supposed to 

be mediated through contracts between these two organisations, often developed using 
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'softer' characteristics such as trust and reputation. Examples of this relational market 

included, West AHB and a City NHST coming to an 'arrangement' over the funding of drug 

treatment for a child, and East AHB and a City NHST coming to an 'arrangement' over a piece 

of equipment for a patient. 

Market Information 

As purchasers, the AHB's very often did not have accurate information concerning quality and 

price to allow them to make rational purchasing decisions. This information in many instances 

came from the NHST's themselves. This may have indicated that the NHST's either could not 

provide the information, or indeed were intentionally limiting the information they made 

available to AHB's so behaving opportunistically to take advantage of asymmetry of 

information (Williamson, 1985). AHB's, in general, continued to make block allocations to 

providers based on historical referral patterns, rather than using competition to allocate 

resources between NHST's, although East AHB did engage in a market testing exercise. 

West AHB in attempting to make sense of poor information applied a cost benchmarking 

exercise to average the prices that it was willing to pay to its NHST's. West AHB's considered 

view was that there would never be a real market for healthcare within the NHS. As a result of 

the reduced level of resources allocated to West AHB via the SHARE formula, one option 

West AHB could have pursued was to use its purchasing power to force its NHST's to 

compete with each other to provide clinical services. In this way West AHB could have 

extracted a high level of efficiency savings thus allowing it to live within its SHARE allocation. 

The Board decided though that this would not be the best way forward for healthcare provision 

within the City. It would have been damaging both politically and pragmatically to put some of 

the City's NHST's under severe pressure, as one or more of them could collapse. If West AHB 

had decided to take such an agenda forward its existing NHST's would also not have the 

capacity nor infrastructure, at the time of the research, to take on additional work from any 

NHST's who had 'lost out' under competition. This concurred with the ME who had indicated 

that the development of the NHS market in the NHSiS would be established through custom 
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and practices which were politically feasible within a healthcare system which was also a 

political system. 

Evidence of a Market 

Although in general, there was not much in the way of a competitive market operating within 

the West of Scotland NHS, some examples of competitive market behaviour were identified. 

The City AHB would occasionally tender some clinical services, but from the perspective that it 

was to specifically tackle hospital waiting lists, and this was resourced from the Scottish 

Office. Resources were made available because of the price averaging exercise and were 

used to provide some competition between the City NHST's (chapter 7). However, this was 

only for selected new service developments at the margins of the City NHST's core business. 

This was an example of institutional embedded ness (Ferlie, at ai, 1996), where the market 

was 'managed' and structured by West AHB, competition being introduced as and when 

required. 

East AHB had engaged in a more aggressive tendering exercise then West AHB for some 

clinical services, specifically orthopaedics. This AHB had also used 'contestability', one of 

Enthoven's key concepts (chapter 3), in a covert way to force another of its NHST's to reduce 

its prices for services. The NHST in question had information 'leaked' to it that the AHB was 

considering another market testing exercise, and as a result the NHST reduced its prices by 

25%. This equated with what the ME said about markets and competition in the Scottish 

NHS, the AHB's did not want competition, but the mere threat of competition, contestability, 

although this AHB's considered opinion was that efficiency savings would only be made 

through the market testing of services. 

A confusion could be observed within all the NHST case studies concerning the operation of a 

market and competition. The idea of competition at the margin as a sign of competitive 

behaviour was not always understood, and instead the competitive process was often 

envisaged as necessarily involving frequent marginal shifts in purchasing and supply of major 
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parts of an NHST's work. Although price competition was considered important by the 

NHST's, competition could also be based on other variables such as reputation and waiting 

times for clinic appointments. 

To conclude this section, the conservative nature of the Scottish NHS at both the Scottish 

Office level (macro) and AHB and NHST level (micro) ensured that a fully operational market 

would never be possible within the NHS. In reality the process of resource allocation would 

continue to be managed, but with adjustments to squeeze out additional inefficiencies as 

opportunities arose within particular market segments. Nevertheless, there was evidence of 

contestability and some real competitive behaviour at the margins that did put pressure on the 

NHST case study hospitals to improve their efficiency. There were too few buyers and sellers 

and not enough information. The existing purchasers and providers formed strong 

relationships with each other which made the operation of the market difficult. Having 

examined the evidence relating to the NHS market as it developed in the West of Scotland, we 

will now examine the evidence relating to the development of strategic behaviour within the 

NHST case studies. Meanwhile we note a number of points: 

• There were too few buyers and sellers to form a fully effective competitive market in 

healthcare in the West of Scotland; 

• Market information was often poor or non-existent; 

• There was no desire by the Scottish Office and the AHB's to engage in full blown market 

relationships and; 

• Competition, where it existed, was only at the margins of an NHST's business. These 

were in areas where the AHB's considered that there would be very little pOlitical unrest. 
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Section Two: The Development of Strategic Behaviour with the NHST's 

Introduction 

The thesis seeks to determine the extent to which NHS managers were beginning to act 

strategically within the NHS quasi-market that was developing in the West of Scotland. The 

previous section highlighted a number of elements of this market and the level of competition. 

Leading from this would be the expectation that NHST strategies would be built around the 

perception of the market and the level of competition generated within it. This section will 

concentrate on two areas in relation to strategic behaviour. In the present context. chapter 

four defined strategic behaviour as the range of strategic decisions than an NHST and its 

managers are pursuing within particular resources constraints: these decisions are arrived at 

by the interactions and influences of individuals and groups through a process, and which 

takes place within a context specific to the particular NHST. Using this definition. the two 

areas to be examined in the section are the nature of the strategy process and the content of 

strategy within the NHST case studies. 

The Strategy Process 

All of the NHST's had engaged in some form of strategic planning. The form of strategic 

planning discussed in chapter four consisting of analysis. choice. and implementation. was not 

readily observable. It was also however. difficult to ascertain whether strategic planning was a 

deliberate strategic move or was required by the Scottish Office NHS Management Executive 

(ME). The ME had issued guidance in 1993. which was updated in the summer of 1996. that 

expected all NHST's in Scotland to develop and implement strategic plans. The plans had to 

be lodged with the ME providing a means of gauging the NHST's spending intentions. and 

evidence that they were providing services consistent with the requirements of their 

purchasers. Planning would therefore appear to have been an important aspect of the NHST 

strategy process. 
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Each of the NHST's operated within a specific context (Pettigrew, 1992, Schoemaker, 1993). 

Their outer contexts were broadly the same, the backdrop of the new NHS reforms and 

working arrangements. However, their inner contexts were substantially different and had an 

effect on their strategic processes and hence content of strategic decisions. The teaching 

NHST's in particular, were limited in the range of strategic options that were open to them. 

Strategic management would suggest that pursuing a low cost or differentiation strategy, for 

example, is an appropriate course of action for an organisation to take. However, there were 

wider social and political processes which prevented these NHST's from undertaking such 

strategies. Such strategic choices would impinge on other city NHST's and the wider plans of 

the AHB's, who often took an area wide strategy rather than the essentially local strategy of 

the NHST's catchment areas. The result was a limited choice, which had to take into 

consideration these restrictions. The majority of the case study NHST's tended to have to rely 

on one AHB for their funding, and as GPFH had not taken off in any meaningful way, the 

NHST's were essentially locked into long term relationships with the. The AHB's therefore 

had the power to dictate which services they wished to buy, see developed, and indeed the 

prices they were willing to pay (see section one). The NHST's, even if they saw an 

opportunity to develop services, would have to be guaranteed funding if such services were to 

go ahead. What emerged was often a series of complicated relationships between the 

NHST's and their purchasers. Some of these relationships could be traced back in time, 

particularly with the people involved which could give advantage to one NHST over other 

NHST's in relation to service developments. The political ramifications of the NHST's case 

studies withdrawing particular services was also observable. This again limited what they 

could do/not so and restricted the range of strategic management options demonstrated in the 

strategy literature that were open to them. If competition was to get off the ground in a serious 

way in this area, the AHB's would have to 'signal', and if necessary back up, their willingness 

to redistribute resources significantly. This would have been the signal in turn for the NHST's 

to respond to the competitive environment. However, all the indications were that this was not 

the aim of the AHB's perhaps conditioned by the ME, and the result was, at best, limited 

competition in marginal areas. Tfie development of a serious transfer of resources by GPFH's 
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could also have been an alternative vehicle for a competitive environment to develop, but 

again this proved to be of limited value in this area. So, although in the early stages of the 

new NHS arrangements, with severe uncertainty concerning their environment, the NHST's 

had to face the prospect of developing a competitive strategy, the evidence fairly rigidly 

suggested this was not going to happen. Stability would be the guiding rule, catering for the 

political requirements of the Scottish context. This was enough to pursuade the NHST's to 

(eventually) take a more relaxed view of strategy, and to play on the stability theme, of which 

they would be reasonably sure - especially if they all played the same game. This might be 

expected in, for example, an oligopoly where the market was stable, and could be argued 

existed in the West of Scotland at the time of the research. 

The NHST senior managers gave the impreSSion that on the one hand they were using a 

tightly controlled and directive approach to strategy development processes, while on the 

other advocated a participative or empowering approach (Hart and Banbury, 1992). Culture 

had an important role to play within the NHST's in relation to their strategy development. Over 

the years, for example, a specific medical culture had developed and indeed had become 

embedded in the NHST's which had led to a tension or conflict between the NHST managers 

and clinicians who may have been pursuing different goals (Shoemacher, 1993). The 

managers were trying to grasp a new system of working, whilst the clinicians found the new 

system an anathema to their training and working arrangements, which were often 

individualistic rather than team based. This could be seen in attempts by the managers of one 

NHST to ensure that all its clinicians made tertiary referrals of patients to one City NHST, 

rather than to several for the same procedure. This illustrated Shoemaker's (1993) argument 

that strategiC decisions are often pushed and pulled between context and planning, with the 

final decisions being a balance determined by circumstance, time, control, and goal alignment. 

This new way of working for the managers could also be viewed as a learning process for 

them. They had learned through experience, and over time, how to see an opportunity or a 

threat, and had begun to form new relationships with AHB's and NHST's. AHB's wanted to 
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see services provided locally rather then have their patients referred to the City NHST's, but 

did not have the resources to do so because of SHARE. 

The City NHST's were aware of this move and the associated ramifications and problems for 

them. They had actively sought out these AHB's and formed relationships with their NHST's 

which allowed their clinicians to carry out procedures in the city NHST's thus maintaining a 

supply of patients and the resource that went with the patients. This was an example of Hart 

and Banbury's (1994) concept of multiple modes of relationships, except rather than intra-firm 

behaviour, it was inter-firm behaviour involving many people in a series of incremental, 

participative, and empowering relationships. This leaming continued as a result of 

Government policy regarding the move to a primary care centered NHS, a change in context 

which would have a bearing on the NHST's strategic processes and hence strategy content. 

The binary divide between primary and secondary care had led to power and resources being 

vested in the acute sector, but this was set to change. Managers in one of the NHST case 

studies were leaming to adapt to this policy and were actively examining ways of adapting, 

developing and shaping their strategy to take advantage of this 'opportunity'. Part of this 

process involved appOinting a primary care practitioner to their management team who could 

then advise the NHST on developing services with a primary care flavour and so attract 

income from AHB's as purchasers. This also indicated that the UK health care context could 

change, and in this case was politically and also technologically driven. This supports 

Pettigrew's (1992) work which has indicated that although context can shape the environment 

within which strategic process are arrived at. other factors are at play. It is often the 

interpretations of individual managers based upon their perception, learning, and what they 

remember that constrain and shape context and thus strategy development. NHST strategy, in 

this case would therefore have to evolve and develop based upon closer working relationships 

with GP's. Perceptions of GP's would have to change, and managers would have to learn 

how to manage these new relationships. 
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Mintzberg and Water's (1985) discussion of emergent and deliberate strategy in chapter four 

provides a useful aid in analysing the strategy process that was developing within the NHST 

case studies. The Chief Executive of one of the City NHST's, for example, indicated that its 

strategic process involved giving impetus to the Clinical Directorates for strategy formulation 

rather than working from some large deliberate, and potentially inflexible plan 'because life 

doesn't work like this' (chapter eight). Strategy was thus also allowed to emerge. The fact that 

the NHS was also a political system (chapters one and seven) may also indicate that strategy 

would tend to emerge rather than be deliberate as change in the NHS has occurred at regular 

intervals in its 50 year history. Emergent strategy implies a learning process of what works 

and leads to some consistency or pattern. Strategic planning at NHST level could never 

foresee every possible change event or policy, and as each of the case studies has illustrated, 

particular strategies worked in a sense for each NHST. 

The strategic processes of these organisations were also operating under an overall umbrella 

strategy that was determined by the Government through the 1990 NHS reforms. These 

NHST's faced a number of constraints such as the market, strategic boundaries in terms of 

the actions they could feasibly pursue, and they operated in an unpredictable environment 

which was context specific. The strategy process was thus partly deliberate, partly emergent, 

and indeed could be deliberately emergent. There were a number of constraints upon the 

strategy processes within the NHST case studies. These constraints developed as the result 

of social phenomena based upon history, the use of power, an embedded clinical culture, 

national and local politics, and the setting up of a series of relationships based upon social 

networks. These factors colluded to limit the range of strategic choices available to the 

NHST's and ensured that their strategy development processes could be long and protracted 

having to satisfy a number of stakeholder groups. This in turn would inform the content of 

their strategy. 
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Strategic Content 

All of the NHST's had engaged in some form of strategic analysis which was perhaps related 

to the expectation that competition was going to take off in the West of Scotland. The large 

City teaching NHST's had conducted much more in-depth strategic analyses of their 

environment than the other NHST case studies (see chapter 8). This more detailed strategic 

process may have been related to the fact that both NHST's operated within similar markets 

and were centres of excellence for some clinical specialties. Income to these NHST's, unlike 

the other NHST's, could come from more than one purchaser, so these hospitals were 

developing strategies to maintain or attract additional purchasers. Apart from serving the City 

these NHST's provided clinical services to the West of Scotland, other parts of Scotland, and 

the rest of the UK with some overseas referrals. The inner context (Pettigrew, 1992) of 

circumstances, internal organisation, and scope of these NHST's were different to the other 

NHST's. Although all this implied that there was competition, chapter seven indicated that this 

competition was not so much for economic gains, but for status, power, security, and was 

driven by professional values. 

Another significant factor was that both the Chief Executives of the City teaching NHST's had 

come into the NHS from management careers in the private sector. This may have accounted 

for the much richer strategic analysis carried out than within the other NHST's whose Chief 

Executives had spent all their management careers in the NHS. The Chief Executives of the 

City teaching NHST's would have been exposed to competition and market forces in previous 

organisations. This may have enabled them to think of strategy more in private sector terms 

than their NHS counterparts whose interpretation (Pettigrew, 1992) of strategy development 

was some what different from these Chief Executives. Although the differences were not 

major, there was a discernible approach to strategy which were observably different between 

the City teaching NHST's and the other NHST's. 
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Three of the NHST case studies had considered using elements of Porter's generic strategies 

of cost leadership, differentiation, and focus as strategic option to compete in the quasi­

market. The context of the market had informed their strategy processes, which indicated that 

in content terms, cost leadership should be pursued. All of the hospital case studies had set 

out in 1993/94, when they became NHST's, to be come the cheapest NHST for clinical 

services in the West of Scotland using the cost of services as the basis for competing with 

other NHST's. This was in the expectation that competition would be on the basis of price 

alone. However, it became apparent to the NHST's that this strategy would not be successful 

for different reasons and by 1996/97 the NHST case study hospitals no longer pursued a cost 

leadership strategy. The ability of the NHST's to learn how to work within the new system was 

again becoming apparent. What is significant is that the learning was beginning to develop a 

temporal or time dimension. Over, a 3 year period, the NHST's strategic behaviour was 

evolving as they learned to work within the new arrangements and the 'rules' of the system. 

The two City teaching NHST's would have a problem in reducing their costs and hence prices 

down to that of local OGH's for clinical services. This was because of their specific 

circumstances, their inner context (chapter eight). The NHST outside the City was the 

cheapest DGH in Scotland for its clinical services according to Scottish Office figures. It 

thought it could capitalise on this factor and use it as a lever to promote the hospital, treat 

more patients and so increase its contract income. However, the AHB's were purchasing 

services on the basis of historical referral patterns and through block resource allocations, as 

well as engaging in market testing exercises (chapter seven). Price, as a market signal, was 

not an influencing factor. The AHB's, as gradually became clear, were not taking into account 

the relative cost-efficiency of the NHST's. Any extra patients that the NHST's treated may not 

have generated additional income, and as a result some of the NHST's felt they were being 

penalised for being efficient in relation to the other NHST's. All of the NHST's therefore, while 

still viewing cost as an issue, came to recognise, and learn, that competition where it occurred 

would not be on the basis of price alone. This led to the adoption by four of the NHST's of 

Porter's generic strategies of differentiation and focus. These NHST's learned that 
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competition, where it existed, would be based upon other variables than price, for example, 

quality factors such as waiting times. 

By far the most common tool used for strategic analysis was the SWOT and PEST model. 

This was probably because of its simplicity, but the NHST's indicated that in many cases they 

already knew what they were good at and what they could improve upon. Four of the NHST's 

had used elements of Porter's (1980) five forces model which proved useful to aid decision 

making. They had considered potential new entrants to the market such as other NHST's and 

private hospitals, substitute services such as community based care, and the power of 

purchasers such as an AHB averaging prices for clinical services and for strategic service 

changes. Two of the NHST's also saw themselves as potential new entrants to the market. 

The Porter model also provided information on possible threats to the NHST's, how vulnerable 

each of the NHST's were to other providers taking away some of their business, and whether 

they should concentrate in certain areas at the expense of others. Evidence of the NHST's 

using a resource-based approach to strategy was in many cases more implied than explicit 

and although this was perhaps more evident at Clinical Directorate level (micro), it could also 

be seen at NHST level (macro). The NHST's 'resources' could be used to form core 

competencies and distinctive capabilities. 

There were a number of strategic developments that were open to the NHST case study 

hospitals. These ranged from market penetration and market development, to service 

acquisitions. Service withdrawals were not considered by any of the NHST's, partly because 

of political reasons, partly because of statutory reasons. Such decisions could only be made 

by the AHB's as purchasers. There were examples of services being moved around the City, 

but these changes were not based upon price competition. Innovations in service 

developments were demonstrated, particularly by the City teaching NHST's, and the NHST 

outside the City. None of the NHST case study hospitals had considered diversification as a 

means to develop services. All of the NHST's were actively pursuing internal development as 
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a means of building on their existing services. Of increasing importance was the move by all 

of the NHST case study hospitals to form strategic alliances and joint ventures. Strategic 

alliances and jOint ventures could be seen as typical strategic management responses, for 

example, to reduce the level of rivalry and competition and as a means by which the NHST's 

could gain access to new facilities equipment and markets. However, what was becoming 

more implicit was alliances and joint ventures due to political reasons. A General Election 

was coming in to the horizon, and the overtures from the Labour Party concerning the NHS 

was that there would be a move away from competition to co-operation if they came into 

power. The moves by the NHST's could have been pre-empted by future developments (see 

chapters one, two and eleven). This argument would also support the debate that the NHSiS 

had a more conservative nature than the English NHS, and a lack of support for the 1990 NHS 

arrangements. 

The Key issues to emerge from this section are: 

• Strategy could be deliberate [and] or emergent depending on the circumstances of the 

NHST case study hospitals; 

• The strategy processes within the NHST's illustrated the development of a complicated 

social nexus based upon relationships influenced by power, culture, history, politics, and 

organisational context; 

• Strategic analysis was carried out using predominantly SWOT/PEST models, some 

application of Porter's five forces model, and generic strategies; 

• The use of a resource-based approach to strategy was implied which complemented the 

positional approach the NHST case study hospitals; 

• There was an adaptive learning process going on within the NHST's. The initial 

uncertainty about what competition might mean for them, and the growing recognition that 

broad stability would remain the order of the day, led to the adaptation of strategic 

behaviour to accommodate this realisation and; 

• The observations of strategic behaviour were taken on a real-time dimension and time 

was becoming a significant factor in understanding this behaviour. 
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Section Three: Strategy Development within the Clinical Directorates, and Clinical 
Directorate/NHST Relationships 

Introduction 

Chapter 5 suggested that Clinical Directorates would be the strategic engines of their NHST's, 

and Clinical Directors in particular, would have influence over the strategic direction of their 

Directorates and NHST's. The issues, in relation to the Clinical Directorates were: the 

development of strategy at Directorate level; the level of centralisation vs decentralisation; the 

structure and configuration of the Directorates within the NHST case studies; contract 

management and negotiation and; the time available to Clinical Directors to enable them to 

carry out their roles. These issues will now be discussed in turn. 

Strategic Development within the Clinical Directorates 

The strategy process within the NHST case studies was continually negotiated and bargained 

over. This was demonstrated by the Clinical Directors bargaining and negotiating with their 

NHST senior managers. At NHST 'away-cfays', the clinical directorates often gave their own 

view of service developments and opportunities that they considered their NHST's should 

fund, and their NHST senior managers gave their view of the world that the hospital operated 

within (chapter 8). This was similar to Pettigrew's (1992) analysis describing that it was often 

the interpretations of the actors involved with the organisation that helped to shape the 

strategy process. Often the final result would be decided by negotiation and bargaining. This 

illustrated Hart and Banbury's (1994) discussion of a 'systems' approach to strategy which 

involved the whole organisation and the relationships which developed therein. Externally this 

was demonstrated via the Chief Executives of the NHST's lobbying the AHB's for additional 

resources. 
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In general the involvement of the Directorates in the NHST strategy and decision making 

processes was seen to be limited and the control over many key NHST strategic issues 

remained strongly vested with NHST senior managers, especially NHST Chief Executive's. 

This again can be informed by Hart and Banbury's (1994) discussion of patterns of interaction 

between managers and employees. There was evidence of their 'modes' or processes of 

strategy decision making. Symbolic by giving Directorates a management team to run their 

'businesses', translative in providing the Directorates with the template of the NHST strategic 

plan to work with, and generative via input at away-days. There were therefore multiple 

modes of strategy processes. While the NHST Chief Executives indicated that the 

Directorates were given a degree of freedom indicating a participative and empowering 

strategy process, there was also evidence of more directive and controlling 'modes' in 

operation. 

It can also be argued that the decisions and responsibilities that the Clinical Directors were 

taking were not 'strategic' but operational. None of the Clinical Directors interviewed stated 

that they had any corporate role of significance within their NHST's, although they gave the 

impression they certainly were key managers within their Directorates. Although the focus of 

the thesis was the strategic involvement of managers, including clinical managers, not all 

decisions in the NHST's were corporate or strategiC. This is particularly true if 'strategic' is 

taken to imply the development of policies constructed under an over arching or 'umbrella' 

strategy. Although none of the Clinical Directors interviewed operated at corporate level, they 

would have a strategic role to play in their NHST's. 

Many Clinical Directors also felt that at their NHST strategy forums, important decisions had 

already been made for them. They did not have enough time to give an opinion or input to the 

NHST'S strategy because of both their time constraints and the lack of training. Although each 

of the NHST Chief Executives indicated that their Clinical Directors had the opportunity to 

influence the strategic direction of the NHST's, this was often at odds with the views of the 
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Clinical Directors. There was almost certainly an element of the use of power at work here, as 

the NHST senior managers appeared to take most of the strategic decisions on 'behalf of the 

Directorates. 

The NHST Directorates, their Chief Executives and Directorate BM's indicated that the 

particular culture of the clinicians presented an obstacle when either developing or trying to 

implement NHST or Directorate strategies. This manifested itself in two ways. Firstly, the 

professional values of the clinicians, who wished to treat all patients who were referred to 

them, were different to the business values of the NHST managers who wished to keep to 

contracted levels of activity. Secondly, when Directorate BM's attempted to involve clinicians 

in strategic analysis, the clinicians did not feel that such approaches were appropriate for a 

health care setting. This may have been due to the clinicians not being well versed in 

management principles and indeed their training processes emphasising individual working 

practices rather than team work and shared decision making. The medical culture as 

described in section two was often embedded in the NHST and could prevent the progress of 

strategy developing within the Directorates. The initial setting up of the Directorates often 

reflected existing specialisms where power bases continued to be maintained and be built. 

The strategy development processes of the Directorates could therefore be dependent upon 

internal politics, power, and culture (Pettigrew, 1992), and as a result could have been a 

compromise. 

With reference to strategy content, in each of the NHST case studies the commonest form of 

strategic analysiS at Clinical Directorate level was undertaken using the SWOT and PEST 

models. One Directorate had used the Boston Box, another was beginning to experiment with 

a Porter Five Forces model. There was also evidence of Directorates using a resource-based 

approach to strategy by identifying their core competence and distinctive capabilities. The 

strategy process did not vary much between NHST Directorates. This typically involved using 

the previous years activity levels to plan for the following years activity and any proposed new 

service developments. Occasionally Clinical Directors would come up with an idea and ask 
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their BM's to develop a case for funding, or find a way to incorporate it into the Directorate's 

existing portfolio of activities, so strategy could also emerge. Generally, new service 

developments proposed by the Directorates would have to be presented to the NHST Board 

for funding approval. Often this would occur at NHST "away days" where the Directorates 

would put their cases to the NHST senior managers. 

Centralisation Vs Decentralisation of control 

The NHST system was financially led and if increased activity by the Directorates resulted in 

additional work carried out over the agreed contractual limits, their NHST might not be paid. 

This may have been ultimately responsible for the limited degree of freedom enjoyed by the 

Directorates, and the style of management used by the NHST senior managers. Although the 

NHST Chief Executives indicated that a coaching or orchestrating parenting style was often 

employed, in reality a very strong controlling parenting style was. This was perhaps due to the 

realisation by the NHST senior managers, that the new arrangements would be based upon 

stability and steady state. As such the clinical directorates may have had to be reined in a bit 

more to prevent them upsetting the system. The NHST senior managers were doing most of 

the contract negotiation with purchasers. They might have not been providing the clinical 

directorates with all the information on these negotiations, but enough to allow the clinical 

directorates to work within the new arrangements. The Chief Executives of the NHST case 

studies although implying that decentralisation was the order of the day and more decision 

making should be devolved, nontheless demanded that short-term annual financial targets be 

met. The problem over centralisation Vs decentralisation may have arisen over role ambiguity 

between the NHST senior managers and the Clinical Directorates. The senior managers had 

definite views on the role of Directorates and where they fitted into the NHST organisation, 

however, this view was not always shared by the Directorates and they often had a different 

view to what they should be doing. It could also be argued that the clinical directorates were 

not being allowed to see the whole picture as it affected their NHST's. 
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Structure and Configuration of Clinical Directorates 

Four of the NHST's had set up Clinical Directorates soon after becoming NHST's, the non-City 

NHST having set them up in 1991 two years prior to becoming an NHST. In the majority of 

cases the groupings of clinical specialties within a Directorate was based on history and 

internal politics, rather than being based upon any strategic agenda. The number of 

Directorates within the NHST case studies varied between 8 and 13 and could be very diverse 

in relation to the speCialties represented within each NHST. Groupings of specialties were 

also not related in some cases and this caused problems in relation to strategic direction. 

Internal politics often played a part especially when it came to sharing staff and ideas. The fact 

that all the City NHST's were considering a reduction in Directorate numbers and changes to 

configurations with different roles and responsibilities may have indicated that the existing 

configurations were taken when the hospitals became NHST's, without sufficient consideration 

of the future ramifications of their role and responsibilities. This may, however, have been 

done in the expectation of a more recognised active form of competition. Once it became 

clear this was not happening, and that a strong central steer was probable, the 

decentralisation emphasis could be reduced. Over time, and with experience, these sub-unit 

organisational structures had evolved, and would continue to evolve in ways that would allow 

them to provide efficient clinical services and contribute to the overall strategy of their NHST's. 

Contract Management and Negotiation 

The degree of involvement that the Directorates had in contract negotiation with purchasers 

was fairly consistent. On the whole, all of the contract negotiations were carried out centrally 

by a contracts and planning department at each of the NHST's. This was a significant issue 

for the Directorates, as they felt that they were simply told the level of activity that had been 

agreed between the NHST and the purchasers. If they had more involvement with the 

purchasers they felt that the purchasers would become more aware of the complexities of the 

clinical services and indeed the individual work of the Directorates. This lack of involvement 

may have been linked to the fact that the Directorates were not involved to any degree with 
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the strategic direction of their NHST's. If they were they might have had more involvement in 

the negotiations with purchasers. 

Time available to Clinical Directors 

This key factor suggested that the Clinical Directors were not allocated enough time to allow 

them to manage their Directorates and have an input to their NHST's strategic direction. All of 

the Clinical Directors interviewed carried out a combined role of a part-time manager for one 

session per week, while maintaining full clinical load. They managed their Directorates with 

budgets of between £5M-£15M. The NHST's allocated one session per week to the Clinical 

Director management duties, which together with a clinical load was extremely difficult to carry 

out on their allocated time. 

The Key issues to emerge from this section are: 

• The Clinical Directorates had little involvement in determining the strategic direction of 

their NHST's. The process tended to be based upon the development of a series of 

relationships between the Directorates and NHST senior managers with limited 

empowerment and participation with a backdrop of control and direction. 

• The degree of corporate parenting varied between each NHST, and although the NHST 

Chief Executives indicated that this tended to be that of a coach and orchestrator, the 

controlling style was evident in all of the NHST case study hospitals. 

• There was a conflict of interest over the professional values of the clinicians of the NHST's 

and the business values by their NHST managers. 

• This led to a role ambiguity between the NHST senior managers and their Clinical 

Directorates in relation to specific functions and operation of the Directorates; 

• The time allocated to Clinical Directors was insufficient to allow them to carry out a 

combined clinical and managerial role; 
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• All of the NHST case study hospitals were re-examining the organisation, management, 

and configuration of their Clinical Directorates. This process was adaptive and was part of 

an on-going learning experience for the NHST's. 

Section Four: Combining the Economics and Strategy frameworks 

This chapter has discussed three main areas in relation to the empirical evidence of the 

thesis. These were: nature of the NHS market developing in the West of Scotland; the 

development of strategic behaviour within the NHST case studies as a result of this market 

and; the operation and development of clinical directorates within the NHST case studies. 

This section will now use these three areas to integrate together the economic and strategic 

concepts discussed within the context of the thesis. 

Economics tells us something about the nature of markets and competition. This is essentially 

concerned with resource allocation and the types of approaches that have been developed to 

analyse the function and operation of markets (chapter three). Strategy is often seen, or can 

be viewed as, a means to deal with competition between rival firms in the market place 

(chapter four). The literature would suggest that the NHS market is 'relational' with 

relationships developing between NHST's, Health Authorities and GPFH's (chapter three). 

The strategy observed developing between the NHST's case studies in this thesis were a 

direct response to the particular type of market demonstrated - a relational market - which 

supports the literature (chapters seven, eight, and nine). This strategy evolved from the 

perceived expectations of the NHST case studies of how competition would unfold within the 

new NHS arrangements. The context of strategy and competition was an important factor in 

this analysis. It was not the intention of the research to develop a new theory. However, a 

theoretical framework can be offered which could explain the phenomena observed, and link 

the various threads operating within the NHS relational market in the West of Scotland. 
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The key to this analysis is the relational market. The NHST case studies were seen to be 

developing strategy within a relational market with ·constraints'. This was supported and is 

consistent with the empirical work. Strategy over the four year period of the research 

emerged, changed, and evolved from generic approaches, to approaches based upon 

alliances, co-operation, and jOint ventures. 

This initially was between the NHST case studies and the AHB's. However, these 

subsequently developed between the NHST cases studies and other NHST's. There was a 

certain degree of change undergoing during the conduct of the research, with the researcher 

continually re-visiting the NHST case studies over a time period of 2-3 years. The key to 

understanding this change was the time factor. The research was essentially carried out in 

'real' time within the NHST case studies. This allowed strategic behaviour to be observed 

developing, adapting, and emerging as the NHST's learned to operate within the new 

arrangements. This change was both in their strategic behaviour and internal working 

arrangements. 

Any change has receptivity associated with it. Receptivity itself can be considered to consist 

of two factors, incentives and ability. When the NHST case studies were moving away from 

generic approaches to strategy development, their take-up of strategic approaches would 

depend upon incentives and ability, but also the restriction of the relational market. There was 

the incentive to compete 'aggressively' for resources from AHB's, and where they existed 

GPFH's, as purchasers. However, in reality competition was only occurring at the margins. 

Ability may have been restricted by the lack of business skills of the NHST case study senior 

managers and clinical directorates, apart from the Chief Executives of the two City teaching 

NHST's. Then again, there could have been ability, as demonstrated by the NHST's actively 

pursuing a low-cost strategy, but having no incentives to pursue this strategy in so far that 

they were rewarded by more resources from the AHB's. As a result, the NHST case studies 
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pursued other strategies and over time. had begun to form or had formed relationships with 

AHB's and other NHST's. 

If we now return to economics, we then can see a stable oligopoly, the NHST case studies, 

with no 'players' able to make changes. The NHST case studies were all equally powerful or 

weak due to the rigidities of the NHS resource allocation system. Apart from political 

considerations (see section two), this could explain why the NHST case studies were moving 

from competition to collaboration: there were no incentives for them to act otherwise within the 

new arrangements. This can be illustrated in figure 20. 

Figure 20. The evolution of strategic thinking within the NHST case studies. 

Step 1 (1993/94) 

Market 
competition ~ 
beginning in a ~ 
Non-competitive 
sector 

Step 5 (1996/97) 

Strategy to be successful 
in a relational market has 
to be based upon 
collaboration, co­
operation and joint 
ventures (deliberate and 
orocess driven) 

Step 2 (1993/94) 

Strategic thinking 
developing based 
upon conventional 
strategy models and 
the assumptions 
concerning the 
operation of the new 
market 

.. 
Step 3 (1994/95) 

A growing 
recognition of the 
'special' nature of 
the market 

Step 4 (1995/96) 

A gradual re-thinking of 
NHST strategic 
approaches moving away 
from generic conventions 
(emergent and process 
driven 

Steps 1 - 5 indicate the move away from generic strategy approaches based upon 

conventional models associated with a competitive market. In brackets is the time sequence, 

between 1993 until 1997, which in the context of figure 20 indicates that the NHST case 

studies were learning to adapt their strategic behaviour to the emerging operation of the new 

NHS arrangements. The significance of strategic processes discussed in section one are also 

included in figure 20. 
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The internal structure of the NHST's had been designed based on 'off-the-shelf models of 

clinical directorates in the majority of the case studies. These structures were designed to 

allow the NHST's to operate within the new NHS arrangements and the market and 

competition that was expected to follow. However, as time went on it became apparent to the 

NHST case studies that the exact nature and operation of the new system was not based on a 

fully competitive market model. This in turn had in one NHST case study NHST reconfiguring 

its clinical directorates to cope with the developing relational market. 

There had also be discussions concerning the re-configurations of the clinical directorates of 

the other NHST case studies. This was demonstrated by the NHST Chief Executives 

indicating their clinical directorates had much freedom and autonomy, but on the other hand 

the clinical directorates stating that this freedom was restricted, and in some cases an illusion, 

StrategiC behaviour developing within the NHST case studies therefore could have developed 

as a direct result of the relational market and the restrictions that came with this market. The 

new arrangements, over time, developed and became more stable, rather than a free for all 

that economic theory consisting of a market and competition would suggest. There was a 

strong interaction between the relational market and the evolution of NHST case study 

strategy. Strategy was important, but it was different in relation to outcomes. Although 

strategic behaviour can be about securing [and] or maintaining resources, the process of 

developing suitable strategies took on more meaning and significance, especially as the new 

system operated with constraints. Had the new NHS arrangements led to a more fully 

competitive market we may have seen the emergence of strategy based upon such a market. 

Chapter 11 will now form the conclusions of the thesis. 
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Chapter 11: Conclusions 

Introduction 

The 1990 NHS Reforms introduced an internal or quasi-market into the NHS, and led to a 

number of structural changes including the formation of NHST's. NHST's were to compete 

with each other for resource allocations from AHB's and GPFH's as purchasers. In this way 

the NHST's would examine ways to improve their efficiency in relation to the provision of 

clinical services. NHS managers in these NHST's for the first time were now in a position to 

develop strategies for their organisations to secure resources from purchasers. It has been 

demonstrated that NHS managers, if given the opportunity, can think and act in a strategic 

manner. This was seen at both senior NHST manager level (macro) and at Clinical 

Directorate level (micro). There were a number of similarities that all the NHST case study 

managers were considering in their individual strategies, but also a number of differences. 

The argument of this thesis is that these differences are the result of the individual contexts 

each NHST was operating within. In a sense they were operating in the same external 

context, though they may have perceived it differently and also learned the reality of this at 

different rates. The important point is that the internal context of the NHST's, such as their 

configurations and the opportunities that were open to them were different. It is also to be 

remembered that the NHS is a national organisation and a political organisation. There was a 

limit to the extent to which NHS managers would be 'free' to develop a full strategiC 

management framework given that resources were limited and NHS managers felt that in 

many instances they would not be allowed use a full strategiC management framework 

because of the political repercussions that this could throw up. 

Although the thesis was not designed to evaluate the success of the 1990 NHS reforms, a 

number of observations could be made. Separating the managerial control of the hospitals 

and allowing the hospital managers a certain degree of freedom from the AHB's via the 
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purchaser/provider split did force managers to seek efficiency savings. However, this has to 

be seen in light of a number of factors. Irrespective of competition for services between 

NHST's, all hospitals were required by the ME to make annual 3% cash releasing efficiency 

savings and 3% would be reduced from their budgets each year. The limited competition 

would not itself lead to savings in efficiency as intended by the 1990 NHS reforms, although it 

could be argued that competition was intended to yield better aliocative efficiency. Efficiency 

savings were seen in other ways such as the City AHB averaging the prices offered to the City 

NHST case study hospitals. This forced the more expensive NHST's to examine their 

efficiency, but again they were given support from the AHB to gradually improve their 

efficiency. This though, seemed to improve the x-efficiency of the NHST's. NHST's were to 

seek ways themselves to improve their efficiency, rather than be assisted by their purchasers. 

This was a particular weakness of the 1990 NHS system as it operated within the City 

resulting from a combination of a lack of the political will for competition by the AHB, poor 

market information, too few purchasers, and the AHB funding formula. 

The internal market worked in places (around the margins) where the AHB's wanted 

competition to occur and we saw some very good examples of this. This was an expected 

benefit of the 1990 NHS reforms. To have been more successful the internal market would 

have needed significantly more purchasers, either Health Authorities or GPFH's who had 

access to better information. Scotland has only 15 AHB's, whereas in England there are over 

140 Health Authorities. GPFH in Scotland developed in specific clusters but was not 

comprehensive enough to provide large numbers of purchasers who could create the stimulus 

of competition between the NHST's. 

The 1990 NHS reforms also provided hospital managers with the opportunity to actually 

'manage' for the first time and to mimic the behaviour of managers in the private sector. This 

was, however, only partially successful because of the restrictions and regulations imposed by 

the Scottish Office on the operation of the NHSiS. 
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In chapter four a definition of strategic behaviour, in the context of the thesis, was given as: 

the range of strategic decisions than an NHST and its managers are pursuing within particular 

resources constraints: these decisions are arrived at by the interactions and influences of 

individuals and groups through a process, and which takes place within a context specific to 

the particular NHST. The NHST case studies seemed to be using a rational planning 

approach to strategy development which was seen in the analyses carried out. However, the 

they often had to back-track as information might not have been available, be inaccurate, or 

because of political reasons certain strategies would not be allowed to be pursued. Not all 

developments in the future could be foreseen. Strategy was part of a learning process which 

developed incrementally and allowed the NHST's to make sense of very complex 

environments, relationships, and situations which evolved over time. In effect the NHST's 

learned to cope with their environments, adapted, and then shaped themselves to specific 

contexts. Strategy was also informed by the culture of the NHST's. Social norms evolved 

and developed into a paradigm, new working relationships formed, aspirations of the NHST's 

were framed, and cognitive maps shaped in light of the growing awareness of what 

competition meant - and did not mean. Political, cultural and learning dynamics (Johnston, 

1988, 1990) left the NHST's in effect with little power over the system that the Conservative 

Government introduced. 

The NHST's attempted to work with the new system and strategy developed more as the 

result of the often chaotic internal dynamics of the new NHS, rather than via any formal 

rational strategic planning. The NHST's initially considered strategy development from a 

standard 'textbook' approach, and when this did not give the desired results, they moved to an 

approach based upon organisational learning and adaptation to the new system. This often 

involved building new relationships with the AHB's and between NHST's, again when it 

became apparent that the operating parameters of the new system was that of a steady state 

with limited competition. 
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Significantly the NHST's could not have developed strategy in any other way. The new 

system culminated in 1996/97 and there was then the realisation by the NHST's that a change 

of Government was likely. The Labour Opposition were making overtures that competition in 

the NHS would be a thing of the past if they were elected, and co-operation would be on the 

agenda. The NHST's were in effect pre-empting this move away from (limited) competition 

and developing relationships based on a co-operative approach. The political climate in the 

Scottish NHS may have also had an effect in so far as the culture of the Scottish NHS was 

such that the idea of competition between hospitals was an anathema to many of the 

managers and clinicians who worked in the organisation. Competition, where it existed was 

seen as more of an 'English' phenomena for an English problem. 

What this demonstrates is that organisations, in this case NHST's, are very complex social 

systems comprising many stakeholders - groups and individuals who could be pursuing their 

own agendas. Strategy development in these circumstances is therefore an inherently 

political process which is shaped by the history, culture and the power distribution of 

stakeholders. These organisations also operate within a context (internal and external) which 

then impinged on their strategy development processes. In this way context shaped the 

NHST strategy processes, which then in turn informed the content of their strategy. These are 

issues that the strategy literature is only now beginning to acknowledge. Of some significance 

for the research was that the content and the process side of strategic management were 

seen to be operating together, rather than being separate. This is a key conclusion and 

observation, both content and process are not mutually exclusive as some of the strategy 

literature indicates, but have to operate together. Again of significance is the time element 

that saw the NHST's over a 3-4 year period adapting their strategies to 'fit' with the NHS 

arrangements. This allowed the observation in 'real' time of the adaptation and learning 

processes that unfolded within the NHST case studies between 1993 and 1997. 
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This highlights again how important strategy processes are within organisations, the degree of 

influence that many factors can have in this process, and the eventual content side of strategy 

that is a product of the strategy process. Examining the resource based approach to strategy 

as highlighted by Schendel (1992) in this research has brought strategy content and process 

closer together and is consistent with Pettigrew's (1992) argument that both are inseparate. 

We saw frustrations on the part of NHS managers and clinical directors because they were 

not allowed complete freedom to 'manage' and had, for example, to taper the activity of their 

hospitals because they would not get funded for additional work undertaken, or were not 

involved with contract negotiations with purchasers. Another weakness of the system was 

thus observed. Although money should have followed patients, it was the case that patients 

were following the money, and NHST's were not being rewarded for their efficiency. The 

research though, suggests that strategic management concepts and models that have been 

developed in relation to the private sector can also be applied in the public sector, although 

they may need to be adapted because of the specific context of the public sector and NHS in 

particular. This was seen in the overarching ability of the resource allocating organisation (the 

Scottish Office) to control or regulate, in a way not generally applicable to the private sector, 

except where regulatory institutions are in place. 

Another interesting factor which arose because of the 1990 NHS reforms was the acceleration 

of the creation of decentralised management structures, the clinical directorates, within 

NHST's. They also were an important structure in relation to the environments that each 

NHST operated within. This was demonstrated in the differing structures and reporting 

mechanisms between each NHST. These management structures conSisted of their own 

management teams which involved clinicians in the management process of their clinical 

specialties and allowed faster decision making to occur nearer the patient than would have 

been possible under the previous management arrangements. This empowerment was an 

unexpected benefit of the reforms. 
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These management teams had also considered the strategic development of their 

'businesses' so this allowed the observation of strategy development at a second level within 

the NHST case studies and the nature of the relationships between these decentralised 

management structures and the NHST senior managers. We saw a weakness emerging from 

these arrangements. We observed an unclear articulation of the Directorates into the overall 

NHST strategic agenda, which in some instances led to a mismatch between the goals and 

objectives of the Directorates and their NHST's (Schoemaker, 1993). This was particularly 

noticeable with the NHST clinicians who wanted to treat patients, and the managers who 

wanted to keep within budgets. The lack of involvement in the contract negotiations with 

purchasers led to the frustration of the clinical directors and their 8M's. There was a distinct 

lack of integration of the Directorates into the NHST system, which led to these problems. 

Although all of the NHST Chief Executives indicated that their clinical directorates, and clinical 

directors in particular, had the opportunity to engage in the strategic agendas of their NHST's, 

there was little evidence to suggest that they did. It appeared that strategic decisions were 

taken on 'behalf of the Directorates by the NHST senior managers with little involvement by 

the Directorates. This though, may have been the result of the realisation by the NHST senior 

managers that the new NHS arrangements were to be based on stability, and so their control 

over the clinical directorates thus allowing some form of stability further down the organisation 

is not such a surprise. Of significance was the role of the clinical director. Clinical directors 

were to provide leadership, vision and strategic direction for their Directorates and have an 

input to the strategic agenda of their NHST's. This would have been an extremely difficult, if 

not impossible act, to accomplish under the existing arrangements because many carried out 

their role as clinical director on a part-time basis, while still maintaining a full clinical load. 

The role of the clinical director was perhaps not that well defined nor understood. In relation 

to strategic issues, it was important to view their Directorates and NHST's in the wider context 

of the NHS environment in which they operated. However, clinical directors could tend to 

focus on narrow professional concerns, and this undoubtedly led to a failure to think and act in 
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the manner that was expected to be associated with the role of clinical director in a effective 

competitive model. There may well be an argument that clinical directors and their 

Directorates should not have been involved with setting the strategic agendas of their NHST's, 

as their time could be better spent on patient care. Instead such matters should legitimately 

be confined to their NHST senior managers who were full time and they would consult with the 

clinicians concerning strategic decisions so would be adding value to their organisations. 

Perhaps the expectation that clinical directors would be willing and equipped to take on a 

strategic agenda was unrealistic. However, this is a rather simplistic solution to a problem 

which fails to see the need to involve those who are making decisions concerning patient care 

with the strategic dimensions as these key individuals from the link between the patients and 

the managers of the NHST's. Invariably this surfaces as a battle with lay managers and 

health care professionals over control and power. There is no easy answer to this issue. 

Perhaps having clinical directors with reduced clinical loads and NHS managers making 

allowances for this, or having a reduced number of Directorates per NHST with four or five 

clinical directors involved with the senior managers in strategy formation could improve things. 

All options were problematic. 

There was the opportunity to make some broad comparisons between the Scottish NHS and 

English NHS in relation to the 1990 NHS reforms. The Scottish NHS is organised and 

managed differently to that of England. The particular culture of the NHS in Scotland 

appeared not to welcome many of the 1990 NHS reforms such as the internal market and 

GPFH's. This was most noticeable with the clinicians, but could also be detected among the 

civil servants at the Scottish Office and senior NHS managers at AHB and NHST level. The 

Scottish NHS has always been politically more stable and with a stronger ethos of concern for 

management in the public interest, rather than efficient management stimulated by market 

signals. 
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Scotland also tends to receive its own White Papers outlining Government policy. This 

appears to have been the case with the 1990 NHS reforms. The geography of Scotland, for 

example, renders much of the 1990 NHS reforms meaningless. There are only two major 

Cities that had large numbers of provider NHST's. Private medicine is also less established in 

Scotland than in comparison to England, and this may have accounted for the lukewarm 

reception of the clinicians in Scotland. With the exception of the 1989 Community Charge 

legislation, Scotland has often lagged behind the rest of the UK in relation to legislation and 

the adoption of new organisational arrangements resulting from Central Government policy. 

The contributions of this work to the literature is therefore the examination of Central 

Government policy within a Scottish context and the issues and problems that were observed 

in the policy implementation process. This is of importance since it is clear that the Scottish 

NHS is different from the rest of the UK NHS and as such merits separate study and 

evaluation. It also supports the strategy literature which indicates that strategic management 

develops within a particular context which in turn influences both the process and eventual 

content of strategic decisions within organisations. 

The researcher made a number of conclusions concerning the conduct of the research. The 

research was conducted exclusively within the acute sector of the NHS in the West of 

Scotland. It may have proved beneficial to have used, as a comparison, a community based 

NHST as a case study. This may have thrown up interesting issues in relation to 

organisational strategy and design as community based NHST's tend to be more diverse in 

their operation and geography, often being spread over much larger geographical areas. 

However, researching management issues within the NHS is fraught with difficulty considering 

that it is a political system, and access however limited has to be seen in this light. Access 

was granted to five NHST as case studies. The researcher was going to initially concentrate 

on three NHST's as case studies, but having gained the support of the NHST's, access to key 

individuals within these organisations proved difficult. In some of the NHST's, access to 

clinical directors was straightforward, but access to NHST senior managers was more difficult. 
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In other NHST's the opposite occurred. After a period of time the researcher eventually 

gained access to key people at the five NHST's, and because of the richness of the data 

decided to use as much of it as possible. 

If repeating the process, the researcher would probably have conducted the research in the 

same way involving the same people, but attempted to access more of the Non-Executive 

Directors of the NHST's. The Non-Executive Directors were part-time and were to provide an 

impartial opinion concerning the decisions of the Executive Directors or full-time managers of 

the NHST's. However, the Chief Executives and other managers interviewed never 

mentioned them except in the context of the 'NHST Board' which consisted of all the Non­

Executive Directors and the Executive Directors. The involvement of the Non-Executives in 

the strategiC process might have been important, as it seemed that they appeared to only 

'rubber stamp' decisions already made. The researcher benefited from the experience of 

conducting independent work and learned that it is important to be patient, particularly with 

access, and to persevere. Interviewing was a skill which the researcher developed and 

handled sensitively, particularly when there were conflicting statements within different 

NHST's, and sometimes within the same NHST's. 

The main contribution of the research was the fieldwork, which allowed access to key 

managers and decision makers in the NHSiS. It provided significant insights into the 

development of strategic thinking. The literature involving economics and strategy was fairly 

comprehensive. The empirical work was tried and tested against existing theories and 

models. The researcher was identifying two sets of issues, one of economic approaches to 

markets, and one of strategiC decisions in light of the market that developed in the West of 

Scotland. At no time was the researcher deliberately setting out to develop a new theory or 

make a theoretical contribution to the literature. The main contribution of the thesis was an 

examination of an emerging market and emerging strategy processes within this market. 
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There was an intended focus on both economic and strategic approaches in this analysis. 

The research was examining the key interactions in an 'atypical' market which saw a number 

of new inter and intra-organisational relationships forming. Using the generic literature it might 

not be possible to generalise the broad generic approaches as they may not be suitable 

themselves. The nature of the problem required such an approach. Constrained NHS 

resources planners thought they were entering a new era. They picked up various economic 

and strategic concepts from the literature, short courses, and MBA courses. This was a 

'learning' process for them. When they came to the conclusion that standard or generic 

strategic approaches were not working, or were not suitable, their strategy development 

processes began to be influenced by the relational market and the network of relationships 

between NHST's, the AHB's and GPFH's. Section four of chapter ten attempted to illustrate 

this process by bringing the economic and strategic approaches together in a framework that 

was consistent with the observed empirical work. The key to this analysis was the relational 

market and the observations made by the researcher in 'real' time. 

The 1997 change in Government has brought about a new set of changes to the NHSiS which 

is to include an end to the internal market, GPFH's, and a reduction in the number of NHST's. 

This though should not see the end of strategic development within these organisations. The 

NHS managers involved in the research appear to have benefited from the experience in 

strategic decision making. While it is likely that all five NHST case studies will not survive in 

their current form, any new NHST will have to develop an operational strategy in the shape of 

a Trust Implementation Plan (TIP) based upon their AHB, and other AHB's, Health 

Improvement Plans (HIP's). Previous experience gained at an individual NHST should prove 

invaluable in any new NHST in the development of a TIP, particularly the processes involved. 

However, by removing strategic management from the NHST's to be replaced by operational 

management (see figure 7) may be a weakness in the new system and could be viewed as a 

step back to the command and control management of the pre 1990 NHS Reforms. 
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NHS managers may now be unable or prevented from using their initiative in the same way 

that they have become used to in the 1991-97 period, and any innovation and creativity could 

become stifled with the new arrangements. 

Although the 'new' NHS will no longer be based upon competition, but collaboration and 

partnership, the fact that some of the case study NHST's were actively engaged in strategic 

behaviour which included forming strategic alliances, co-operation and joint ventures, should 

accelerate such moves. The involvement of individual clinical directorates or specialties may 

be enhanced given the drive in 'Designed to Care' for more clinical involvement in decision 

making. Potential problems could come from the former GPFH's who, after years of working 

alone, now have to actively work in partnership with a number of agencies such as the AHB's 

and the NHST's. This will be a new learning process for the former GPFH's. 

The issues surrounding strategy development processes may become more relevant in the 

'new' NHS. Previously NHST's developed strategies, in the main, for their local catchment 

areas. This is now to be carried out by the AHB's on a 'collective' basis. We are moving to a 

top-down approach to strategy, and the use of power and developing political processes may 

become more relevant and inform the content of the HIP documents. Although the NHST's 

are to have an input to this process, the exact nature of this involvement remained unclear at 

the time of the research. A certain degree of tension and potential conflict could therefore 

arise between the NHST's and the AHB's. This will almost certainly unfold over another time 

frame of 3-4 years in a similar fashion to that observed in this thesis. More involvement with 

other agencies is also to be encouraged to provide a holistic view of 'health' rather than health 

care. These agencies are to include primary care, local authority social services and housing 

departments, and the voluntary sector. These new arrangements provide an indication that 

these groups will bring elements of old suspicions, uncertainty, inexperience, and prejudices. 
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This will ensure that the strategy development processes that inform the AHB HIP will 

continue to be based as much upon the effects of history, culture, power, and politics, as on 

rational planning. All these agencies are to have a say in the AHB HIP, and they will not be 

easy to bring together. New relationships will have to be formed based upon new working 

arrangements in contrast to the past. The context of health care is now to be changed to that 

of health. It remains to be seen how this will unfold. 

The content of strategy will change to encompass the AHB's HIP's, the process of which will 

be informed by the new working relationships and arrangements brought together by the new 

system. Strategy for health although deliberately determined by the Scottish Office, will 

continue to be emergent in nature and crafted to suit the particular context of individual NHST 

and AHB needs under an umbrella strategy designed by the Scottish Office. Future research 

in this area could examine the interface between strategic planning at the centre, 

implementation of these plans at a local level, and the development of strategic processes 

between the agencies that inform the HIP document. Other areas could include a study of 

how well the new NHST's are adapting to more central control after a brief journey into 

(relative) autonomy. An examination of the effect of NHST mergers and the difficulties of 

combining two or more NHST's while developing an operational strategy could also prove 

fruitful future research. 
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