Introduction
The British National Health Service has reached a turning-point.
For the past sixty years, governments have continued to experiment
with its structure for supplying and providing care. The Department
of Health has continued to determine most aspects of healthcare in
what remains a command and control system. The most recent of
the ‘supply side’ reforms were backed up with huge increases in
taxpayer funding between 2002 and 2008, though without clear
additional benefit. Instead there remains confusion about where
policy to transform this problematic service will go next.
In order to ensure that some improvements follow new funding, the
Government has introduced a limited number of choices for
patients, rooted in a tentative return to the ‘internal market’ system
of the 1990s, the main feature of which is a requirement for all
patients to choose and book from a list of options for hospital
referrals. However, the half-hearted nature of these market-based
policies means that power still rests with the providers in general,
and the minister in particular. Above all, there has been no real
reform of the demand-side of health care: that remains under
centralised control, because from the very start of the NHS
politicians have been reluctant to consider such reform.
Instead changes have been limited to the gradual expansion of
charges in a few ‘peripheral’ aspects of care. For instance, the 2008
change allowing ‘top up’ payments by NHS patients for expensive
medicines, was made in the context of the NHS continuing to
provide comprehensive, universal, care which is free at the point of
use, as intended at its founding. However, that such a change was
needed despite a period of unprecedented and unsustainable
increases in NHS spending, highlights the prospects for the future.
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The latest shift towards private payment in the treatment of major
diseases including cancers, follows decades of retrenchment in the
scope of NHS care. The long-term care of the elderly and adult
dentistry, for example, are now largely funded by individual
households, having previously been part of NHS provision. Many
allied therapies, such as chiropody, and many important medicines
must now be bought privately rather than received free-of-charge
from the NHS.
New limits on NHS provision have been accompanied by new
promises relating to the services that remain. First, the ‘Patient’s
Charter’ and, more recently, policies on ‘choice’, have offered
NHS patients some consumer rights in order to improve their
experiences of NHS care, focused on waiting times for treatment.
Despite these (expensive) efforts, however, in the decade from
1997 the average wait for NHS treatment increased by 12 per cent
(9 days),1 due to a focus of activity on reducing the longest waits,
at the expense of the shortest waits. Additionally, NHS patients still
face huge variations in waits, with the average total wait for a hip
replacement being some 205 days in the Grampian region and 81
days in Yorkshire.2 Increased throughput, with decreased lengths of
stay in hospital, may well have played an important part in the
dramatic rise of hospital-acquired infections in NHS hospitals,
which have become a major public concern affecting hospital
choices.3
The likelihood is that as the NHS spending boom draws to a close,
there will be greater pressure on existing services and funds as well
as further suggestions for ‘top ups’ (probably not before the next
general election). For the moment, the NHS is likely to continue
responding on an ‘ad hoc’ basis to each headline story of restrictive
care, but a more strategic response to the future affordability
challenge is essential. This has already happened in pensions policy
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when the link with earnings was replaced in 1980 by a link to
prices. (Now, however, both Labour and the Conservatives have
indicated their intention to restore the link with earnings.) The
closest the NHS has come to a similar review was in the Treasurycommissioned report from Derek Wanless4 which led to interim
and initial reports in 2001 and 2002 respectively, and a follow-up
in 2004. Wanless was constrained by the remit to consider trends
likely to affect the health service, funding needs and costminimisation within the context of the current NHS arrangements.
Although his brief seemed confusing (at least to outsiders), the
report was understood to be the prelude to a huge increase in public
funding for the NHS.
The two notable and quick results of this review were the boost in
NHS funding and a government list of 50 popular medicines that
were thought suitable for patients to purchase privately from
pharmacists, rather than receive on NHS prescription.
For the longer term certain trends are clear: the United Kingdom,
like other western European countries, faces greater demand for
health care and higher expectations. Public funding will remain the
primary source of health system finance: it is an efficient means of
raising the necessary level of resources and ensuring universal
coverage of the population. At the same time tough measures to
combat the waste and indifference inherent in any state monopoly
will need to be found if the system is to retain popular support.
Decades of attempts to create quasi-markets in the supply of health
care will need to be matched with market mechanisms to liberate
the demand for care.
This study suggests that the underlying problem remains that of the
command economy. It explains that the manner in which funds are
distributed, the control of manpower and the national direction of
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local healthcare provision by ministers, have left the health service
unable to cope with the demands made on it today. The attempt to
ration access to care and direct the provision of care is, in terms of
today’s advanced economies, unique to the NHS and reminiscent of
collapsed state communism. The upshot is that the alleged benefits
of the present system are no longer evident, whereas the problems
are striking. The promotion of patient rights and the development
of a quasi-market in the supply of NHS care combined with
continued monopsony control on the demand side (complete with
an ‘NHS Tariff’ of fixed prices) have created conditions for a
future storm. The relatively poor standards achieved in many
aspects of the British tax-funded health system are increasingly
evident, and despite the rhetoric of choice individual citizens
remain powerless to seek any alternative.
At the time of writing widespread and appalling standards of care
have been revealed, often meted out by the NHS to the most
vulnerable patients. To take a few very recent examples:
-

The Health Service Ombudsman, Ann Abraham, described
the NHS care of people with learning disabilities as an
‘indictment of our society’.5

-

The Healthcare Commission produced its review of high
death rates at Stafford Hospital (an approved and inspected
‘Foundation Trust’) some two years after patients were
alerted by the privately-run ‘Dr Foster’ website. It
uncovered appalling standards of the most basic patient care
and hygiene. The Commission warned other NHS hospitals
of the perils of pursuing government financial targets to the
detriment of basic patient care.6

4

A Premium on Patients
-

Earlier studies by the Commission had shown that in some
hospitals almost half of patients who needed help with
eating did not receive such assistance on NHS wards, and
that more widely the proportion of such patients who were
suffering in this way had recently risen to one-fifth.7

What the latest revelations demonstrate is that whilst the NHS
might be technically efficient, it is socially deficient. It can often
provide treatment to the highest modern standards, but provide care
to the lowest standards.
This study considers the NHS after a period of unprecedented and
unrepeatable trebling of health funding since 2001 and the direction
now needed so that increased demand and higher expectation can
be met. It suggests that though fundamental reform is needed, the
system is poised for the changes now needed to allow the NHS to
meet its founding aims and achieve the equity to which each of the
political parties are committed. As matters stand, the United
Kingdom’s complex system for allocating resources to each
locality results in almost twofold differences in NHS funding levels
based on the GP with whom a patient is registered. The report
urges that such differences be made transparent as the prelude to an
open discussion about the most effective and sensible levels of
funding. It proposes that the system of direct payments (introduced
in 1996) and the allocation of funding on a per capita basis be
developed to allow individuals themselves greater control of their
NHS budget.
The report proposes the ongoing development of a liberal system of
competing commissioners of NHS-funded care. Every citizen
would be allocated an annual Health Premium, equivalent to the
lowest current per capita allocation to Primary Care Trusts
(£1,000). In addition, a transparent Equity Fund would be
5
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established to distribute the balance of the NHS allocations, using a
simplified resource allocation formula based on age, sex and other
important factors. The future maintenance of the resource
allocation formula would be made the responsibility of the
Healthcare Commission, and subject to an annual report to
Parliament.
Individuals or their guardians would have an annual opportunity to
select any local or national commissioner (i.e. an opt-out system),
in addition to the longstanding right to change their NHS
registration if circumstances arise that make this necessary. The
scope of patient rights with regard to NHS-funded care will
continue to be defined by a revised NHS Constitution with a clear
statement on equity in NHS care. This would provide the
foundation for a system of competing commissioners of NHS care,
whilst avoiding excessive prescription.
The share of NHS funding retained centrally, rather than allocated
to commissioners, would be limited to 15 per cent of the total NHS
care budget, and the use of these central funds would be subject to
an annual report to Parliament.
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I
The National Health Service:
Income, Distribution of Funds and Manpower
______________________________________________________
Income
Total spending on the NHS in England reached £97 billion in 2008,
representing an average of £1,915 per person. In Wales the level of
spending was £2,109 per person, and in Scotland £2,313. In 2007-8 the
health budget for England accounted for 28 per cent of the total for all
UK departmental resource budgets, making it by far the largest
spending department.8
This funding comes largely from
general tax receipts (appendix 1),
but with around one-fifth taken
from the National Insurance payroll
tax.10 Following changes in 2002,
by 2008 the proportion of National
Insurance receipts allocated to the
NHS rather than to the National
Insurance Fund had reached 21 per
cent.11
As well as general taxation and
National Insurance, the NHS also
receives a small part of its income
Source: Department of Health9
‘Charges’ include health authority receipts for pay from direct charges—for example,
beds, prescriptions, dentistry. Exclude other charges
‘pay beds’, prescriptions and dental
collected locally by providers.
Trust debt remuneration and capital refunds are
care.
excluded from the total
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By international standards the share of private spending in total health
spending is relatively small. In 2006 more than 87 per cent of UK
health spending was from public funds. Amongst the wealthier
European Union countries only Sweden and Denmark had a level
above 80 per cent, but still slightly lower than the UK.12
UK private spending, amounting to £18 billion in 2005, is
concentrated in self-payment for private care, private medical
insurance premiums and various NHS charges. The rise of selfpayment for treatment since 2000 is particularly notable, as individuals
often choose to pay out of their own pockets for privately-provided
care (appendix 2).
Distribution of Funds
Of the total revenue budget for NHS patient care (i.e. excluding the
central capital budget), about 80 per cent is devolved to 152 Primary
Care Trusts which are now broadly similar to the old 100 District
Health Authorities of the 1990s. Fund-holding by GP practices has
also recently returned with the development of ‘Practice-Based
Commissioning (PBC)’. In response to PBC some practices are
already creating independent entities, e.g. Limited Liability
Partnerships (LLPs), to manage their funds, creating considerable
opportunities for private firms to take a role in the purchasing of NHS
care as well as service provision.
The amount provided to each PCT is based upon a ‘resource
allocation’ system that was first introduced in the 1970s and which has
been evolving ever since. The formula is used to calculate the relative
‘need’ of each PCT, with an adjustment for local market forces. This
produces a target allocation and it is then left to ministers to decide
how to treat PCTs in respect of their distance from the calculated target
8
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level of funding and the amount of additional funding available to the
NHS each year. Constant revisions of the formula mean that the target
is constantly moving, bringing a degree of inherent instability to the
funding system.
PCTs also provide ‘indicative budgets’ to primary care practices to
enable ‘practice-based commissioning’, so that practices themselves
can once again influence services for their patients, as had previously
been possible within the GP fundholding system of the 1990s. By the
end of 2008 about three-quarters of practices had received indicative
budgets, albeit with limited enthusiasm. These budgets are also subject
to a further resource allocation, to provide ‘fair shares’ for practices to
reflect an assessment of their patients’ needs.
The HS Tariff
In an attempt to foster competition between health service providers
based on quality rather than price, the latest round of NHS reforms
based on the ‘NHS Plan’ of 2000 included a bold plan to create and
maintain a centralised NHS Tariff. This is a catalogue of fixed prices
set by the Department of Health for services provided to NHS patients
by NHS or private providers. This state price fixing would replace the
cost and volume contracts traditionally negotiated between purchasers
and providers alongside additional single fee-for-service ‘extra
contractual referrals’ or ‘out of area treatments’ etc. The complexities
of such a centralised system are enormous, particularly if it is to be
developed to accommodate differences in patient attributes, known as
‘case mix’, as well as provider attributes relating to quality of care. In
2007-8, for example, the NHS Tariff set the price of a cardiac arrest at
about £2,200, but with extra allowances for specialised care, and
reduced allowances for short stays.13
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Manpower
The NHS is one of the largest employers in the world, with more than
1.3 million in the workforce (2007). As the Government also funds
and determines the number of training places for medical and clinical
professionals, it is inevitable that much rests upon the accuracy of
manpower planning and pay determination. For several decades,
therefore, the NHS has erred on the side of caution and relied heavily
on an inflow of professionals from overseas to maintain services. The
most recent expansion in NHS funding was followed by a planned
expansion in training places across the range of health professions but,
for the first time, NHS providers are struggling to provide jobs for
these potential new employees whilst maintaining financial balance.
Data for 1997 to 2007 show that the area of fastest growth in the NHS
was in administrative and managerial ‘central functions’, with growth
of around 30 per cent to 100,000.14
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II
The NHS Today
A Working Model?
______________________________________________________
The National Health Service (NHS) covering the entire UK population
is little changed today in its principles and structures from the model
created by Aneurin Bevan at the end of the Second World War. It
remains as one of the few survivors of post-war state nationalisation
with a significant degree of direct ministerial control. Despite the
reforms heralded by successive governments since then, the NHS
remains a largely tax-funded and centrally-controlled system. Since
1948 the NHS has been stuck on a roundabout of structural reforms,
with one government simply undoing the reforms of its predecessors,
and most recently both undoing and redoing them.
Charges have been repeatedly introduced and removed. The political
debate on charges has led to a situation in which Britain now has
widely differing policies on sight tests and prescription charges
between England, Scotland and Wales. There us a review in 2009 of
prescription charges in England. Control of service provision has been
repeatedly decentralised and recentralised. The volume of private
sector provision of publicly-funded services has ebbed and flowed.
Above all, NHS funding continues to lurch from boom to bust, with
the most recent fluctuations being the most dramatic since the earliest
years of the NHS. The scale of the most recent temporary surge in
spending has also led to a boom to bust lurch in the workforce supply
and demand.
Since 1989 decision-making has been delegated to NHS Trusts, then
taken back to Whitehall in 2000, and then returned to Foundation
Trusts. Similarly, contracting was replaced by ‘service level
12
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agreements’ and then reintroduced with a cumbersome ‘national tariff’
of prices. The ability of GPs to send individual patients to hospitals in
other areas was effectively scrapped after the 1997 election, with the
abandonment of Extra Contractual Referrals (ECRs) and their
replacement by carefully managed Out of Area Treatments, and
eventually reintroduced in pursuit of ‘choice’ from 2001.
Amidst this permanent revolution, it is incredible that the NHS has
continued to provide a reasonable level of care to the British
population. As a national monopsony, however, with an unassailably
dominant position in the overall health system, its survival is ensured.
Opting out for users is therefore a near impossibility, because funding
through general taxation and NHS control of health service manpower,
primary care and ancillary services limit the involvement of alternative
providers except for items of complementary care.
Permanent structural revolution and central control has, however,
taken its toll on the motivation of the caring services, which is
evidenced by a steady stream of adverse reports on basic standards of
patient care and cleanliness, so that even the most fundamental human
needs and dignity in feeding and washing can be badly neglected.
When compared to its developed world counterparts the NHS does
have many oft-cited strengths to set against its failings. Most often
these are described as a strong capacity to address public health
concerns, a focus on equity, and the pursuit of efficiency.
Public Health
It is said that a ‘national health service’ offers one of the best ways of
raising standards in public health—for example, in the capacity of a
universal system to engage in health promotion and the prevention of
13
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communicable diseases. Certainly the system of central control of the
NHS has enabled significant achievements in public health—for
example, in high levels of childhood immunisation. Recent changes to
NHS contracts with GPs and hospital doctors have enabled ministers
to create an extensive fee-for-service system that rewards doctors for
undertaking specified tasks. The corollary of this is, of course, that
anything that is not centrally-defined can be neglected regardless of
patient needs. For example, in a country with some of the highest
levels of cardiovascular illness the Quality and Outcomes Framework
rewards GPs only for offering a cholesterol test to those who have
already suffered a heart attack or stroke, not to those who are at risk of
suffering their first (and perhaps final) one.
The incidence of tuberculosis provides a clear measure of the state of a
country’s public health system, as it affects some of the most
vulnerable citizens. Whilst the incidence is rising in the United
Kingdom it is falling in most comparable developed countries. In fact,
the incidence of TB in the United Kingdom is almost three times as
high as in the United States, and is approaching a level that is twice
that of Germany. Since falling to an incidence of 9 cases per 100,000
of population in 1999,15 the incidence of TB reached 15 per 100,000 in
2005,16 concentrated in the poorest communities. In London in 2007
the rate was 43 per 100,000,17 putting the city on a par with some
Eastern European and South American countries.18 Blame for the
failure to stop the spread of TB in London, in comparison to other
European capitals, has been laid at the door of the NHS in its inability
to deliver outreach services in affected communities and in its general
poor levels of service for these households.19
Additionally, an interpretation of efficiency that is focused on costminimisation and operating at maximum capacity leads to a situation
in which basic standards of cleanliness are easily neglected; hence the
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A Premium on Patients
severe problems of the NHS with hospital-acquired infections and
unnecessary deaths. The record of the NHS in avoidable mortality is
not a good one, with low levels of achievement across a wide range of
indicators. Asthma mortality rates in 5 to 39 year-olds, for example,
are higher in the United Kingdom than in any other country for which
reliable data have been collected by the OECD in the past five years.20
Equity
It is said that the NHS is not only fair to all, but that it is also
particularly good at ensuring that poorer people, who can often be the
least healthy in society, have good access to care. The evidence cited
above on TB shows how false these assumptions can be, despite 30
years of operation of a resource allocation system that heavily skews
funding to the most needy areas.
NHS funding comes almost entirely from central government, through
the tax system. The funding system is, therefore, as equitable as the
general tax system in terms of the way in which funds are raised and
studies have demonstrated that UK health funding is, perhaps, mildly
progressive given a broadly positive association between household
income and the net proportion of it taken in tax.
As a largely state-funded and state-provided monopoly service NHS
users may have some ‘voice’ in the market for healthcare, but very few
have any power of ‘exit’. Since the development of the NHS internal
market in the 1990s, successive governments have sought to enhance
the user’s power of ‘voice’, beginning with the ‘Patient’s Charter’ and
more recently in policies of public service ‘personalisation’ and the
NHS Constitution. It is only to be expected, however, that a system
relying on ‘voice’ alone will best serve those who can shout the
loudest, with serious implications for equity. Both the Black (1980)
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and Acheson (1998) reports on health inequalities showed a widening
gap between socio-economic groups. This has been despite having the
NHS as a universal service largely free at the point of use, with
funding linked to calculated need. After the 2005 General Election the
Government released a further update on inequalities which showed
them continuing to widen. The latest data on death rates for men aged
20 to 64 now show an almost threefold difference between the highest
and lowest socio-economic groups, compared to a twofold difference
at the time of the Black Report.21
The inequities of a centralised state health system were investigated by
researchers from the LSE and the Downing Street Policy Unit, who
found evidence of serious inequalities in access to care, both in
establishing initial contact with the NHS for prevention or treatment of
ill health, and afterwards in their subsequent treatment.22 The authors
quote Brian Abel-Smith (Special Adviser to Barbara Castle in the
1970s), who noted in 1958 that:
The working classes could…get…free health services before the war. The
contributor to National Health Insurance had the services of a panel
doctor and anyone who was poor could go to a voluntary or local
authority hospital without any payment…The main consequence of the
development of the welfare state has been to provide free social services
to the middle classes.23

A recent study found that low income individuals and ethnic
minorities are more likely to consult their GP but less likely to
receive all forms of secondary care. Individuals with lower levels
of formal qualifications are generally more likely to consult their
GP, but less likely to have day case or inpatient stays.24
On the crudest measure of health inequality, age-standardised
mortality rates, the ratio of the male mortality rate advantage of the
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rich over the poor grew from 1.3 in 1942 to 2.9 today and continues to
grow, as do the gaps in life expectancy and infant mortality.
For all the NHS reforms in the 60 years since its creation, it has failed
in its principal task of delivering equity in healthcare. It is
unsurprising, therefore, that a Labour government has now been
attempting to reverse the actions by which Bevan broke the earlier
consensus on the creation of a national health system and denationalise
the provision of care, in the belief that enhanced choices in secondary
care might improve the situation.
Faced with widening health inequalities, the most important question
is not how the NHS or any alternative system might better address
these inequalities, which will forever be a policy priority in any health
system, but how it can avoid making new problems while improving
the system to deal with the existing ones (and how best to tackle the
root causes of these inequalities). The pretence that NHS reform will
suffice is a convenient smokescreen for policy-makers to avoid the
bigger questions on education, housing and other environmental
factors, employment, etc.
Efficiency
It is helpful to consider efficiency in two forms. Firstly, in terms of
technical (or managerial) efficiency, as an assessment of how much is
achieved for the amount invested, ‘a bangs for your buck’ test. Too
often cost-minimisation is taken as a proxy for cost-efficiency.
Regardless of how little the NHS spends from the country’s income, it
is important to consider how well it is spent. Secondly, it is sensible to
consider a health system’s allocative efficiency, to assess its efficiency
in using the resources available to it across the full range of activities
and in making the essential trade-offs between activities. Demand and
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supply and the allocation of scarce resources are at the root of
economics and it is particularly important that a health system deploys
scarce resources in the most effective way, whether between
prevention and cure, or between one disease area and another.
It is often argued that the NHS, as a monopsony purchaser and
monopolist provider of health systems, must deliver higher levels of
technical efficiency than would be the case for competing insurers
within a market-based system. This is a bold assumption given the
body of evidence on monopoly inefficiencies in other markets. Much
of the argument is based on the fact that the NHS has little need to
advertise its services to its enrolled population. In 2007-8 the
Department of Health, for example, spent around £55 million on
advertising and public relations.25 All PCTs too have communications
staff and communications budgets, but the diverse range of PCTs and
the limited reporting of communications make comparison difficult.
The NHS is the last remaining example of a tax-funded, centrallyprovided health service in a major developed country. It is, apparently,
the fourth largest employer on the planet. The problems of running
such a service efficiently have never been more evident. After many
years of ‘underfunding’ the NHS benefited from real terms annual
increases in its resources averaging more than 7 per cent between 2000
and 2008. Yet NHS productivity has been falling on most measures.
On widely-used productivity measures such as the average length of
stay in hospital, the NHS has seen little or no change since 1997.26
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Source: Reproduced from Table 5 from King’s Fund, ‘Celebrating the NHS at 60’. 6.

Cash and Real Spending (2007/8 Prices) on the UK HS, 1948/9-2007/9

Waiting times and waiting lists have long been the focus of political
debate on the NHS, and both Labour and Conservatives have focused
on this statistical aspect of the NHS when in opposition. Whilst
waiting lists provide ample scope for political mischief, the benefits to
patients are not entirely clear. Much has been achieved on waiting
times—for example, by restricting the number of patients going into
hospitals, whether as day cases or ordinary admissions. In the third
quarter of 1999-2000 NHS hospitals in England had more than one
million of these patients to care for; in the same quarter of 2006-7 they
had 775,000. In the earlier case 960,000 were admitted within 5
months (20 weeks), and in 2006-7 the 770,000 were admitted within
26 weeks. The only increase in activity related to outpatient
attendances, where GP referrals increased from two million in the third
quarter of 1999-2000 to 2.25 million in 2005-6.27 Accident and
Emergency attendances have also risen as more patients use Accident
and Emergency as a result of the deterioration and disappearance of
traditional GP out of hours cover, including Saturday morning clinics.
Measuring results will always be a complicated matter. Rather than
focus on productivity, government ministers will naturally seek to shift
attention away from traditional measures of productivity and onto
claims of improving quality. For example, one health minister argued
that falling mortality rates in coronary heart disease, stroke, and cancer
are attributable to the extra spending on the NHS.28 The role of health
systems in combating or preventing disease is often limited, and other
factors also need to be taken into account and set in the context of
long-term trends.29 The National Audit Office has highlighted the
serious inadequacies of NHS stroke care.30
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Health services can, on occasion, worsen a patient’s health status.
Hospital-acquired infections dramatically affect the technical
efficiency of a health system, as well as the confidence of its patients.
Official statistics show that some 6,500 NHS patients were infected
with MRSA during a hospital stay in 2006 and more than 55,000 over65s infected with clostridium difficile.31 In 2004 there were 1,245
deaths attributed to clostridium difficile, with the number rising to
reflect the increasing number of cases.32 MRSA hospital infection rates
in the UK and Ireland are twice as high as in several other major
European countries.33 An official survey of NHS staff found that only
a minority (42 per cent) of staff in NHS acute trusts would be happy as
a patient with the standard of care in their hospital, which was similar
to the proportion who believed that patients were the organization’s
top priority.34 After significant public concern at the levels of hospitalacquired infections in the NHS, the latest data show that the dramatic
increases of recent years appear to have peaked.35
umber of death certificates where MRSA and Clostridium difficile was
mentioned, England and Wales, 1997 to 2005

Year
1997
1998
1999
2000
2001
2002
2003
2004
2005

MRSA
389
412
487
669
734
800
955
1,168
1,629

Clostridium difficile
n/a
n/a
975
n/a
1,241
1,428
1,778
2,247
3,807

Source: Commons Hansard Written Answers ‘Written Answers for 31 January
2008: Column 649W’
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Declining productivity through the years of intensive investment in
the NHS gives great cause for concern as the NHS now faces the
prospect of its funding growth slowing, having doubled in nominal
terms in the eight years from 2000. This is a prospect that is
reinforced by Gordon Brown’s stated commitment to focus new
investment on education, and the ongoing need to fund the new GP
and consultant contracts and continue with the Government’s £6
billion IT project for the NHS, along with the increased costs of
new contracts for the health professions feeding later into increased
NHS pension costs. Additionally, NHS providers will need to meet
the new and growing lease costs of facilities developed under the
Private Finance Initiative. It is now widely anticipated that the
coming years will see NHS annual spending growth kept once
again to around 3 per cent.
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III
Funding and Distribution
______________________________________________________
The single greatest cost of any health system is its manpower.
Manpower planning and other mechanisms for central control and
allocation of resources remain at the root of most of the problems of
the NHS. Because of its structure, the centrally planned and controlled
system is not well equipped to meet individual need. It suffers from the
politicisation of clinical priorities, is prone to capture by different
interest groups and appears wasteful and inefficient by comparison
with other models. It also tends to lag behind other systems in
treatment, prevention of illness and care for patients, and tends to
suffer from short termism or inconsistencies in the course adopted.
Attempts to operate a central planning mechanism for the NHS
workforce of more than a million people are the corollary of a
centralised state-controlled health system. A cautious approach to
medical and clinical staff training has required the NHS to recruit
heavily from overseas in order to meet shortfalls of qualified staff. In
2006, however, as NHS purchasers struggled to balance their books,
and after the surge in training places, for the first time the NHS faced a
surplus of newly-qualified staff, with British-trained doctors and
nurses struggling to find NHS posts. This is a particularly British
problem, as manpower planning within a centralised health system
creates a natural expectation of full employment. Nevertheless, there
are fewer doctors for the proportion of population than in countries
such as France and Germany,36 and some specialist care and facilities
have been reduced in hospitals across the country.
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The record of weak NHS management is no better in its decisions on
the allocation of resources. A centralised state-run system is too
susceptible to the whims of individual ministers, and to the voice of
powerful lobbies, to take rational decisions on the distribution of
resources. The allocative failures of the NHS arise at many levels.
The fundamental task of distributing money from the Exchequer
throughout England has been subject to a resource allocation formula
for thirty years, in an attempt to give each area its ‘fair share’.
Nevertheless, health inequalities have increased. This raises very
important questions about the role of health funding in any attempts to
tackle inequalities and disparities in health needs, particularly in view
of the close association between health status, income and education.
The resource allocation system has led to a situation in which one
person’s health purchaser (currently known as a Primary Care Trust)
may have twice the resources per capita of a neighbouring purchaser,
based on the results of a little-known and even less understood formula
which can reflect the different priorities of different governments.
Unsurprisingly, governments are always reluctant to offer details of
how the allocations break down at the ‘per capita’ level, which never
features in Departmental announcements.
If this was better known then a similar situation to that which has
occurred in education would arise, with people moving home, even by
just a few hundred yards, in order to benefit from a better service.
Constant revisions of the formula since its creation have also presented
ministers with a moving target, sometimes with dramatic consequences
for local health funding.
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£
1,563
1,702
1,442
1,609
1,394
1,269
1,215
1,300
1,230
1,406
1,605
1,565
1,708
1,542
1,510
1,503
1,650
1,562
1,425
1,405
1,216
1,439
1,454
1,230
1,737
1,340

PCT

Ashton, Leigh and Wigan

Barking and Dagenham

Barnet
Barnsley
Bassetlaw
Bath & North East Somerset
Bedfordshire
Berkshire East
Berkshire West
Bexley Care Trust

Birmingham East and North

Blackburn with Darwen
Blackpool
Bolton
Bournemouth and Poole
Bradford & Airedale Teaching
Brent Teaching
Brighton and Hove City
Bristol
Bromley
Buckinghamshire
Bury
Calderdale
Cambridgeshire
Camden
Central and Eastern Cheshire

Halton and St Helens
Hammersmith and
Fulham
Hampshire
Haringey Teaching
Harrow
Hartlepool
Hastings and Rother
Havering
Heart of Birmingham
Herefordshire
Heywood, Middleton &
Rochdale
Hillingdon
Hounslow
Hull Teaching
Isle of Wight IMHS
Islington
Kensington and Chelsea
Kingston
Kirklees
Knowsley
Lambeth
Leeds
Leicester City
Leics County & Rutland
Lewisham
Lincolnshire Teaching

PCT

Primary Care Trust Allocations per head 2008/9

1,450
1,563
1,524
1,524
2,067
1,512
1,345
1,413
1,886
1,858
1,444
1,487
1,190
1,799
1,346
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1,688
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1,639
1,481
1,685
1,337

1,737
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Shropshire County
Solihull Care Trust
Somerset
South Birmingham
South East Essex
South Gloucestershire
South Staffordshire
South Tyneside
South West Essex
Southampton City
Southwark
Stockport
Stoke On Trent
Suffolk
Sunderland Teaching

Sheffield

Portsmouth City
Redbridge
Redcar and Cleveland
Richmond & Twick’ham
Rotherham
Salford
Sandwell
Sefton

Plymouth Teaching

Peterborough

PCT

1,315
1,323
1,331
1,544
1,409
1,178
1,283
1,724
1,392
1,398
1,826
1,418
1,618
1,274
1,744

1,574

1,313
1,392
1,635
1,449
1,549
1,792
1,616
1,639

1,454

1,552

£

1,441
1,972
1,395
1,646
1,548
1,444
1,437
1,590
1,407
1,395
1,363
1,567
1,388
1,423
1,595
1,275
1,554
1,276
1,451
1,455
1,508
1,716
1,309
1,493
1,665

Liverpool
Luton
Manchester
Medway
Mid Essex
Middlesbrough
Milton Keynes
Newcastle
Newham
Norfolk
North East Essex
North East Lincolnshire
North Lancs Teaching
North Lincolnshire
North Somerset
North Staffordshire
North Tees
North Tyneside
North Yorkshire and York
Northamptonshire
Northumberland Care
Nottingham City
Notts County Teaching
Oldham
Oxfordshire

1,917
1,433
1,759
1,326
1,187
1,711
1,251
1,725
1,828
1,333
1,388
1,464
1,436
1,368
1,311
1,430
1,405
1,541
1,269
1,304
1,461
1,509
1,370
1,573
1,221

Source: House of Commons Hansard, Written Answers, 6 June 2008, Col 1200-1204W

Central Lancashire
City and Hackney Teaching
Cornwall & Isles Of Scilly
County Durham
Coventry Teaching
Croydon
Cumbria
Darlington
Derby City
Derbyshire County
Devon
Doncaster
Dorset
Dudley
Ealing
East and North Hertfordshire
East Lancashire Teaching
East Riding Of Yorkshire
East Sussex Downs & Weald
Eastern and Coastal Kent
Enfield
Gateshead
Gloucestershire
Great Yarmouth and Waveney
Greenwich Teaching

Surrey
Sutton and Merton
Swindon
Tameside and Glossop
Telford and Wrekin
Torbay Care Trust
Tower Hamlets
Trafford
Wakefield District
Walsall Teaching
Waltham Forest
Wandsworth
Warrington
Warwickshire
West Essex
West Hertfordshire
West Kent
West Sussex
Western Cheshire
Westminster
Wiltshire
Wirral
Wolverhampton City
Worcestershire

1,316
1,395
1,355
1,572
1,332
1,525
1,903
1,500
1,530
1,586
1,628
1,579
1,419
1,321
1,377
1,324
1,297
1,400
1,459
1,627
1,246
1,680
1,606
1,311

Tony Hockley
The geographical disparities in funding that result from the formula
present the single most important consideration in any discussion
of demand-side reform. Patients registered with a general practice
within the area of Islington Primary Care Trust received £2,066 for
their health care for 2008-9; their immediate neighbours registered
with another practice that falls within Barnet PCT received just
£1,178. The English PCT average was £1,449. For all its
complexity developed over the past 30 years, the formula is
ultimately at the mercy of ministerial decisions on its application.
In December 2008, for example, following much delay, the
Government announced PCT target allocations under the formula
and the actual allocations that they would receive. For the two
PCTs mentioned above, Barnet and Islington, each would receive a
10.6 per cent increase over two years, leaving Barnet in 2011 6.7
per cent above its target allocation and Islington 11.7 per cent
above.37 As the King’s Fund has commented: ‘These increases bear
only passing resemblance to the amounts PCTs should receive
under the new formula’.38 The formula, for all its intricacies, has
become a smokescreen for political decisions on health funding
levels.
Moreover, the Government has been changing the formula itself, so
that it might reflect currently unmet health needs, rather than rely on
past use of health services as an indicator of need. In all probability
this would lead to a further widening of the per capita financing divide
between purchasers. There was little surprise when analysis of NHS
deficits in 2006 revealed that deficits were concentrated amongst
purchasers with the lowest levels of funding.39 PCTs in deficit tend to
be in rural areas as well as in some of the more affluent areas.
As the NHS moves towards a market-based system for some aspects of
the supply of care and some NHS providers are given enhanced
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autonomy from the Department of Health as ‘Foundation Trusts’, such
huge disparities in funding threaten to undermine the viability of
efficient providers whilst potentially rewarding inefficiency.
The NHS suffers from the politicisation of its clinical priorities, so that
lobbies with the strongest voice in Whitehall achieve the best
outcomes. Invariably, in a system that has very limited funding but
huge demand, the focus on one particular disease area is to the
detriment of another. Whilst NHS breast cancer care, for example, still
leaves much to be desired by international standards, it has benefited
from a policy focus that has been denied to other similarly important
cancers. The media row over the lack of availability of Herceptin for
the secondary prevention of breast cancer, and Kylie Minogue’s access
to it in her treatment, led directly to ministerial intervention and a
decision to make it available.
The NHS has become a service that works for those who can shout the
loudest, but it is far from being a comprehensive service as is often
claimed. Nor is it universal, with huge variations in access to care
across the country and huge disparities in funding where areas deemed
to have greatest need are awarded most.
Claims of efficiency are rooted in the British confusion between
efficiency and cost-minimisation. Ministers have often described the
NHS as ‘the envy of the world’, when it has been little more than the
envy of finance ministers of the world, wishing to spend as little as
possible on health care. Because of the primary focus on costminimisation, the NHS has a long record of resistance to the adoption
of best practice in routine care. At all levels, for example, it has
consistently been one of the slowest countries in Europe to prescribe
new medicines, even in the emotive field of cancer care.40
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Since the creation of the National Institute for Clinical Excellence
(NICE), patients have had to face a new wait between a medicine
being licensed for use and NICE guidance being issued for its
prescription. This new blight on access to the best standards of
treatment was demonstrated in November 2006 when the Department
of Health issued an unprecedented policy statement informing the
NHS that it should not follow recently-agreed new professional
standards of best practice in cardiovascular care, but should instead
wait a year for NICE to review its guidance on statins.41 The
difficulties of such a formulaic approach to the adoption of medical
advances is demonstrated by the need for NICE to fudge decisions on
new technologies with ‘risk sharing’ arrangements with the
manufacturers of new technologies that cannot comply with its
requirements.
In January 2000, following yet another NHS ‘winter crisis’ criticism
from Lord Winston and the high profile case of Mavis Skeet’s
cancelled operations for throat cancer, Tony Blair was driven suddenly
to declare on Breakfast with Frost that he wanted to raise NHS
spending to the European average; thus the NHS is now beginning to
lose its status as the bargain-basement health system of Europe. It may
be better funded by taxpayers than ever before, but it costs as much as
other, more successful systems: unlike them it remains, as it always
has been, as centralised and bureaucratic as before and with more
waste and inefficiency.

30

1454.23

EU

EU members before
May 2004

In USD per capita
Source: WHO Estimates

1274
1221.02

United Kingdom

985
1682
1636

364

Poland

Sweden
Switzerland

2093

Norway

Spain

1311

Netherlands

711

Greece
1118

1943

Germany

1296

1696

France

Italy

1753

Denmark

Ireland

1998

Countries

1521.43

1280.63

1370

1816
1669

1051

401

2325

1332

1338

1196

785

2014

1754

1888

1999

1627.74

1368.64

1488

1929
1767

1095

411

2543

1432

1502

1329

856

2101

1872

1963

2000

1742.44

1470.88

1696

2040
1917

1152

464

2745

1581

1630

1580

958

2173

1986

2113

2001

1853.3

1575.09

1860

2210
2118

1237

521

3019

1735

1706

1800

953

2288

2101

2201

2002

1937.28

1650.46

2047

2305
2209

1321

521

3189

1863

1703

1968

1025

2348

2213

2292

2003

State expenditure on health, adjusted for Purchasing Power Parity (PPP)

2088.8

1778.21

2209

2402
2347

1488

559

3406

1928

1812

2080

1150

2440

2382

2287

2004

Tony Hockley
Not only does the nature of the centrally planned system, its manpower
planning and funding lead to some of its most serious difficulties, but
it can also make change very difficult to achieve. The NHS still lags
well behind its international counterparts in most aspects of
prevention, care, and customer service. Because it is a centralised
state-funded and provider-dominated service, new funding too often
feeds into new inefficiencies rather than improved service. Whilst the
NHS has been criticised since its creation for being a sickness service
rather than a health service, little has been done since to redress this
balance, despite a steady stream of ‘public health’ white papers.
Whilst the management reforms of the 1980s and the quasi-market
reforms since then have brought some transparency to NHS activity
and its funding, the NHS has struggled to make the change that would
be required to raise healthcare in Britain and basic aspects of client
care to standards that compare well with similarly developed countries.
The NHS must still be pushed slowly along the path of progress by a
steady stream of government plans and targets.
The NHS has been partly a victim of the heated and often much
overstated political rhetoric that swirls around it. As a direct result it
has suffered from a lack of strategic direction. This appears to be due
mainly to politicians’ fear of the impact that a clear vision for the
health system would have on popular opinion. The market-based
reforms of 1987 were born amidst a clamour to do something during
the 1987 General Election. The return to market-based reforms in 2001
had a very similar genesis, after five years of inaction by the Blair
Government.
Since the 2001 election the Labour Government has been rebuilding
the internal market and sweetening the pill for the health professions
with substantial pay increases and for patients with a menu of choices
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in some aspects of NHS funded care. Meanwhile, cost control is
maintained by covert rationing through budget controls imposed on
primary care trusts through the primary obligation to achieve annual
financial balance.
In addition, a range of NHS services fall victim to short-term needs
and are allowed to wither on the vine. This has, for example, been the
case with adult dentistry since the early 1990s and has since extended
to a wide range of services, including physiotherapy and chiropody. In
2005, for the first time, British dentists earned more from privatelypaid work than for NHS-funded work and following a new dental
contract introduced in 2007, early evidence suggested that NHS
dentists were beginning to shun more expensive treatments for their
patients, in response to a payment system that was designed to
encourage them to do so, using simple extractions in place of more
complex procedures such as crowns and dentures.42 In physiotherapy,
Labour’s ‘NHS Plan’ led to a major expansion in the number of
physiotherapists being trained in response to the long-term neglect of
this essential component of healthcare. But, when these new
professionals came to seek jobs in 2006, the vast majority failed to find
permanent NHS posts, as NHS trusts once again found themselves
struggling to balance the books and needed to find soft targets for
cuts.43
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IV
Funding People: The Alternatives
System and Schemes
______________________________________________________
Principles
No developed country relies entirely on private funding of its health
system. The United States is often portrayed as a market-based system,
but the state sector in the United States accounts for around 40 per cent
of health spending, mainly through Medicare, Medicaid and Veterans’
Administration provision.
Within Europe the most popular core source of funding is ‘social
health insurance’ (SHI), often compulsory as a tax on income (like the
NIC) and covering a basic package of care, with options for top-up
supplementary cover. These schemes are rooted in the cultural
histories of the countries concerned, having been originally based
within professional, religious or local government organizations.
England’s cultural history is not, however, particularly different from
these. Before the nationalisation of the hospitals and the attempted
nationalisation of the medical workforce, at the creation of the NHS in
1948 the British health system was also rooted very much in local
charities and employment, charging those who could afford to pay.
Indeed, consensus plans had been laid before 1948 to bring these
voluntary social insurance arrangements into a formal National Health
System.44
Whatever the source of funds, however, all systems are united in
arousing politicians’ concern at rising healthcare costs. In social health
insurance and private health insurance (PHI) funded systems this may
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Tony Hockley
directly increase labour costs, as is particularly the case in Germany
and the United States, but may mean lower income tax. In the British
tax-funded system the direct effect is on the general tax burden. These
are serious economic consequences amidst market globalisation. This
in turn leads many analysts to judge health systems on their ability to
contain costs, above all else. Within this context it is unsurprising that
there is so much widespread public concern over health system reform,
as ‘reform’ is more often than not a euphemism for health system
retrenchment. The overriding ambition of cost-containment leads the
public generally to distrust governments that pursue health reform
policies. In order to overcome this, and systemic resistance to change
from within the NHS, reform policies in Britain are usually
accompanied by short-term, above average increases in spending.
Social Health Insurance
There have been numerous proposals to move the NHS from direct
funding from general taxation to a system based on some form of
‘social health insurance’. There is, of course, no universal definition of
social health insurance. In one context it can be little different to
funding from general taxation, with little or no choice of insurer,
whereas in another it may be little more than a formula to provide for
universal coverage in an otherwise private insurance market. The main
advantage is the establishment of a link between health services and
their funding at the individual (or household) level. It is argued that
social health insurance systems tend to support the private funding and
delivery of care, enable self-regulation by the various participants in
the system and provide organizational and financial stability.45
As the NHS moves ever closer to per-capita funding, it is also moving
closer to becoming a form of social health insurance, albeit with the
insurance premiums universally paid out of the general tax pool, as is
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the case of the poor or unemployed elsewhere in Western European
systems.
The budget for most NHS care is now held by Primary Care Trusts
(PCTs), with increasing devolution to individual practices for PracticeBased Commissioning. On the supply side the Government is
producing an NHS Tariff of fixed prices so that providers, whether
within the NHS or independent sector, are put in a ‘take it or leave it
situation’ to provide NHS-funded care on a fee-for-service basis
(described by the Department of Health as ‘payment by results’).
Others over the past decade have proposed a number of schemes where
funding is allocated to the individual, rather than the system. The
Liberal Democrat ‘Orange Book’46 discussed another scheme
considered by the economist Deepak Lal and others for a national
health insurance system with premiums for the individual based on
existing levels of funding, a proposal well received in health journals.47
Mark Bassett, a former Department of Health official, produced
proposals in 1993 for individuals themselves to receive their weightedcapitation health allocation as a ‘health cheque’, for them to pass to
whichever organization they selected to commission care on their
behalf.48 Such a system is more easily envisaged today within a system
in which most of the budget for care is devolved to a single local level,
than ever before during the existence of the NHS.
At the time of the Wanless Report the Government often argued that
other European countries were looking to adopt an NHS-style funding
model in the face of financial pressures on their health systems.
Experience since then has shown this to be a false claim. Social health
insurance has remained the favoured model, including for those
countries of the former Soviet Union creating new health systems with
limited resources. More recently the Swiss people and the cantons
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have rejected proposals to move to a system with a single insurer and
abandon the current multi-insurer system with large variations between
cantons. Germany too, has most recently taken steps to ensure
universal coverage and strengthen competition, within the longstanding system of social health insurance. Indeed, one of the priorities
of the coalition agreement of November 2005 was ‘preservation of the
pluralist health insurance system’.49
As a measure of how close the NHS has moved towards a social health
insurance-style system in June 2006 the Department of Health itself set
out the terms for new commissioners to enter primary care.50 This
potentially opens the floodgates for new providers, including insurance
companies, to move into the purchase of NHS care for NHS patients.
The official new Commissioning Services Framework was designed to
assist PCTs to engage the private sector in all aspects of
commissioning, including:








analysing demand
developing paths for care and redesigning service
inviting new suppliers to tender for healthcare services
agreement of treatment protocols and thresholds for admission
managing case and disease
negotiating secondary care contracts
setting budgets and financial controls

This is not yet a form of social health insurance because funding is still
collected from general tax revenues and allocated directly from
Whitehall, with the citizen uninvolved in the process. Additionally it
remains difficult for households to switch between commissioners,
except for those who live near the geographical boundary between
PCTs. Nevertheless, such a system has many operational similarities to
most European health systems and is a model that could in the future
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be readily adapted to offer subscribers real choice in their
commissioner of NHS-funded care for the first time. To move from
funding by general taxation to funding based on a payroll tax (based on
the current National Insurance Contribution), would require a more
dramatic change, and prove more difficult. A premium could be based
on existing tax funding. However, hypothecated taxes for welfare
services require mechanisms to overcome decreases in spending in
recessions, when welfare demand rises and taxing formal earned
income alone relies on a much narrower and more sensitive tax base
than at present.
The greatest difficulty in the current movement towards the
development of a system of competing commissioners is that it makes
cross-subsidies brutally visible. In a system based on social health
insurance premiums, paid as a percentage of income, the absolute
cross-subsidy from good to bad risks is less evident, as resource
equalisation systems operate retrospectively if they are deemed
necessary given the level of risk-pooling. Nevertheless, the high level
of cross-subsidy within UK health spending is already becoming
transparent. This is partly through the devolution of health service
provision to Scotland so that the funding disparity between England
and Scotland is now well-known, but also through the annual system
of weighted allocation of most of the healthcare budget to PCTs. It is
now a simple task to identify the almost twofold difference in funding
between one PCT and another. Additionally, in 2006 an association
between PCT budget deficits and levels of per capita funding became
apparent, leading the Department of Health into attempts to deny a link
and avoid bringing the resource allocation formula into question. The
eventual solution was to force PCTs (and provider trusts) into financial
balance during the following year, largely by reducing healthcare
provision.
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The Bassett proposal overcame some of the sensitivities of crosssubsidy by abandoning use of the ever-changing and increasingly
complex NHS resource allocation formula and simply adjusting the per
capita allocation for age, which remains than main determinant of
health need. It may be preferable on a number of grounds to provide
basic allocations at a single level across the country, and to operate
some risk-adjustment between commissioners, as necessary. The
problem with this is that it is as vulnerable to lobbying by interest
groups and political manipulation as the current resource allocation
system. This may, however, be limited by its complete transparency
and is similar to the risk-equalisation schemes deployed (or available)
in a number of social health insurance systems.
User Charges
Legislation to impose charges on NHS patients in order to limit
demand and raise revenue was introduced by the Labour Government
in 1951, just three years after the creation of the NHS. Aneurin Bevan
himself had complained about the ‘cascades of medicines pouring
down British throats’ within a completely free service.51 The
expansion of charges is, however, always difficult, as ministers of all
parties are regularly required to commit themselves to the notion that
the NHS will remain ‘largely free at the point of use’.
Despite the high level of the prescription charge, so that it is often
higher than the cost of the medicines dispensed, it raises only a tiny
fraction of the NHS budget because of the scale of exemptions.
Politicians, therefore, rely on informal stealth charges, as restrictions
are placed on items available on the NHS. Long-term geriatric care,
dentistry, physiotherapy, chiropody and ophthalmology are now
routinely paid for by patients who would have previously received
these services from the NHS.
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The stealthy approach to the expansion of user charges has no policy
logic, because it is purely opportunistic. Pharmaceuticals represent the
fastest growing area of care in NHS spending, but a rational approach
to cost-sharing between the NHS and patients is prevented by the
current structure for the provision of prescription drugs. NICE resorts
to restrictions on prescribing in order to limit costs, because there is no
mechanism to share the costs of therapies that are assessed to represent
insufficient value for money to a cash-strapped NHS. The patient is
faced with an all-or-nothing situation. A review of the system of user
charges would consider whether the existing high charges would be
replaced with general, but lower charges or whether charges would
apply only to items which are of questionable cost-effectiveness and
subject to significant levels of patient demand.
In the first option the purpose would be to raise revenues whilst
generating a consumer-supplier consciousness in the market for health
services. In the second option the purpose would be to improve access
to new technologies on a basis that is ‘fair’ not only to the individual
patient, but also to taxpayers in general. This is similar to systems of
graduated reimbursement used in several countries.
Medical Savings Accounts (MSA)
Medical savings accounts are closely associated with policies on user
charges for health care. The term covers a wide variety of schemes, all
of which seek to provide a mechanism to spread the costs of healthcare
over the lifecycle. The accounts might be a form of compulsory and
earmarked saving (as is common with pensions) or voluntary, but
encouraged by a tax or direct subsidy. In health systems with extensive
‘out of pocket’ payments they are used as a means of spreading the
direct costs of these over the lifecycle (within a household) and in
others they offer an alternative to comprehensive insurance cover, in
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combination with insurance that is limited to the coverage of
catastrophic health costs.
MSAs form an important component of the Consumer-Directed Health
Plans (CDHP), that are now assisting rapidly increasing numbers of
employed-but-uninsured Americans to obtain a degree of protection
against the potentially high out-of-pocket costs of healthcare, and
providing a new option for those who were already insured in the face
of rising insurance premiums. American CDHPs are voluntary and
encouraged by tax concessions. Insurance coverage associated with
CDHPs is normally limited to catastrophic cover with a deductible in
excess of $1,000.52 These schemes cannot, therefore, address the
problem of the poor (employed or unemployed) uninsured, and those
who are already in ill-health are unlikely to opt into a scheme that
immediately increases their out of pocket costs. These groups within
the United States would benefit little from tax concessions, and may be
unable to pay their medical bills below the deductible threshold.
Nevertheless, the take-up of CDHPs increased by 43 per cent in 2006
to 4.5 million, with around a quarter of the new enrollees claiming to
have been previously uninsured.53 Forms of MSA are also used in the
very different settings of China, Hong Kong, South Africa, and
Singapore, and proposals are circulating in US states to introduce
MSAs for the chronic health needs of the poor, with contributions into
the accounts from the state.
Wilfred Prewo has also recently published proposals to adopt a similar
approach to wholesale welfare reform in Germany,54 including plans
for the transition from the current insurance-based system.
Few lessons can yet to be drawn from international experience with
Medical Savings Accounts (MSAs) or Health Savings Accounts
(HSAs).55 This is not only because they are mostly relatively new, but
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also because the context, purpose and design are so different in each
case that they have very little in common except a title. In a developed
country context with a socialised health system the potential public
policy value of HSAs is in the possibility to enhance individual
responsibility and autonomy in health financing and decision-making,
in other systems their purpose is very different.
English experience with the use of Direct Payments in social care, and
Individual Learning Accounts (ILA) in training, provide some local
experience of MSA-style systems. Whereas Direct Payments, which
were introduced against very strong opposition in 1996 have proved
highly popular, ILA had to be withdrawn following evidence of
widespread abuse by training providers. There is a fundamental
difference between the two forms of account, both of which put
earmarked cash back into the hands of individual citizens. In the case
of Direct Payments the cash related to services for which the
individual had a strong personal need, and for which they had
previously been supplicants to a local authority provider monopoly. In
the case of ILAs there was neither a strong perception that the account
related to any particular ‘need’, nor any complaint about current
provision of the training in question. Direct payments gave people with
disabilities choice and control. The April 1997 Act allowed councils
to provide Direct Payments. Such was its success that Labour
overcame its opposition to the policy and in 2000 extended the scope
of Direct Payments to encompass carers, parents and young people
with disabilities. In 2003 the Government went further, and imposed a
duty on council to provide Direct Payments upon request.56 The
success of Direct Payments in the context of social care, including the
mentally ill, highlights the potential for a voucher-based approach into
other health services.
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The former Health Secretary, Alan Milburn, has commented:
There is a difference between money following patients and patients
controlling money. With the one the patient consumes, with the other the
patient controls. Patient choice is the start of the journey, not its
destination. The next stop is where budgets are not just devolved to
institutions but instead are put into the hands of individuals.57

The Government announced first tentative steps in this direction in
January 2009 with plans for ‘Personal Health Budgets’, albeit in very
limited circumstances and with an unenforceable ban on the purchase
of complementary ‘top up care’.58 The 2009 Health Bill gives
ministers powers to introduce and extend these unspecified voucher
schemes for NHS care.
Practice
Three of the most advanced European systems draw on a mixture of
these principles and they are considered to be amongst the most
successful health systems and the envy of the UK.
France59
The French benefit from one of the most highly regarded health
systems in the world, providing a high degree of user choice alongside
fast access to high quality care and universal coverage. Surprisingly
this is achieved at a cost lower than that of some of its neighbours, at
around 10 per cent of GDP.
The main system of statutory health insurance covers around 84 per
cent of the population, with the remainder covered by schemes specific
to agricultural workers and the self-employed. Contributions are drawn
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both from salaries and total income, including a progressive General
Social Contribution.
The system works on the basis of repayment of medical expenses for
the defined range of care, so that the patient is billed, but then reclaims
much of the cost from the insurers, after deduction of any statutory copayments. These co-payments are highest for care outside of hospital.
Concerns about the extent of co-payments have increased the
attractiveness of voluntary ‘complementary’ health insurance to cover
these costs. In 2000 about 85 per cent of the population had insurance
to cover these charges, after a free version for those on low incomes
was introduced.
In 2005 the French Government introduced a voucher/tax credit
scheme for low income households to promote further complementary
insurance coverage. This was designed to assist those in work and just
above the free coverage income threshold. They would therefore be
able not only to purchase complementary cover, but also to extend this
to enhance the quality of their health coverage above the stipulated
minimum. The vouchers are worth up to €400 (2006) according to the
income and age of the applicant.60
Germany61
Germany operates one of the more expensive health systems of
Western Europe partly on account of having absorbed the former East
German health system, spending around 11 per cent of GDP, costs
having been driven particularly by extending the substantial benefits of
the system into the former GDR.
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It is essentially a system of largely compulsory insurance, with a wide
choice of qualifying insurers, known as ‘sickness funds’. Insurers must
accept all applicants, in order to avoid ‘cream skimming’ of good
risks. In all around 90 per cent of the population are either conscripted
into this system or voluntarily opt into it, with the remainder covered
by private or special governmental schemes. Premiums paid by
employees and employers are related to salaries.
Despite high levels of coverage social health insurance provides for
little more than half of total health spending, with additional resources
drawn from general taxation, patient co-payments, and private
voluntary insurance. The range of benefits is comprehensive and
defined in law. It was not until 2004, for example, that funeral benefits,
patient transport and over-the-counter medicines were excluded from
coverage.
Switzerland
Switzerland operates a federal system, with the central state largely
responsible for public health, including strategies for communicable
diseases. Health service provision and regulation is devolved to each
canton, and patients have free choice of providers within a canton.
Any insurer may join the system of nationwide system of compulsory
health insurance, but to qualify must agree not to derive profits from
these particular activities. They must also operate an open door policy
and accept all applicants without discrimination. They can, of course,
make profits from the sale of supplementary health insurance policies.
Whilst there are several insurers who cover more than 100,000 people
(1999) there are also many more covering very small populations,
although the total number of insurers has decreased over time.
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Since 1996 insurance premiums have been ‘community rated’ so that
anyone selecting a particular insurer within a particular canton will pay
the same regardless of their risk profile or income. The level of
premiums is left to competition between insurers, although the package
of benefits is defined by the state. The Swiss state and the cantons
subsidise premiums through an individual means-tested subsidy, with
some freedom for cantons to determine the basis on which this is done.
Due to the widely varying size and nature of insurers Switzerland
operates a risk-adjustment system, using a formula based on age and
sex.
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V
Beyond Patient Choice
______________________________________________________
The strongest argument against further NHS reform, and one which
currently seems to have widespread political support, is that the NHS
is suffering from reform fatigue following the cycles of managerial and
structural changes of the past twenty years. At least in part, however,
this cycle of supply-side reforms has been caused by a political desire
to avoid discussion of changes to the demand side. Politicians have
very effectively retained control of NHS services down to the local
level.
The NHS today has a system of funding based on a per capita
allocation and the beginning of a mixed market in the supply of
services to NHS purchases. Furthermore, the first tentative steps are
being taken towards the privatisation of the commissioning function,
so that state health authorities are replaced by something much more
akin to the competing health insurers seen in most other developed
countries. What was a ‘national health service’, with nationalised
funding and provision of care is becoming a ‘national health system’
similar to the consensus vision that preceded Bevan’s appointment as
health minister after the World War II.
The only significant complexity in the emerging UK national health
insurance system is the labyrinthine system of resource allocation that
allows per capita funding to vary twofold between PCTs. Any proposal
for progress towards a social insurance system must deal with the
issues presented by England’s long-standing mechanism of resource
allocation. One approach would be to create an indicative allocation to
each individual of the English average, from which a sum would be
48

A Premium on Patients
deducted according to the latest formula on resource allocation. This,
however, would not only be highly controversial, but would introduce
further complexity and bureaucracy into an already complex system. It
would also fail to give each individual real ownership of their NHS
allocation.
The important principle in any system based on insurance is that the
individual subscribers ‘own’ their own subscription. This is
fundamental to the shift from a system of ‘choice’ to one of ‘control’.
In the first instance this could be achieved by allocating every
individual a ‘health cheque’ equivalent to today’s lowest per capita
allocation to a PCT, around £1,000. The resource allocation formula
would then, as now, be used to top up these sums retrospectively based
upon the demographic profile of their commissioners’ enrollees. This
would serve to bring a transparency and discipline to the practice of
resource allocation that has been absent since the system was put in
place in 1976. The size and use of this ‘equity pool’ would inevitably
be subjected to much scrutiny, and perhaps for the first time the NHS
might seriously address the evidence on the best means to tackle
increasing health inequalities.
The health cheque could be taken to any qualified commissioner, as an
annual contract, to provide the subscriber with a range of services
broadly equivalent (at least) to those on offer in today’s NHS. Whilst
choice of GP registration has long existed in the NHS, patients have
been given little basis on which to choose, and little encouragement to
exercise this choice. Whereas at present an individual in North London
could, for example, choose between a practice that falls within
Islington PCT with annual funding at more than £2,000 for each
patient, or one in Barnet with funding at little more £1,400 each, in the
new scheme a flat rate premium would be topped upon the basis of
individual need directly going to the commissioner.
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Any system that allows patients to choose who should act as their
gatekeeper and agent for health care needs to set out the core rights
that they can expect from whoever they select. In the context of care
funded by general taxation this is all the more pertinent. Statements of
NHS patient rights have already developed from the Patient’s Charter
of the 1990s to the NHS Constitution of 2008, which provide a basis
for the new system.
In order to provide stability for new commissioners, however, it will
be important that ministers are limited in their ability to increase the
size of the central NHS budget for their own projects, at the expense of
the remaining budget that is allocated to PCTs for their patients. The
NHS Constitution should therefore, establish a limit on the proportion
of the NHS Revenue Budget that can be retained in Whitehall. Current
levels suggest that this limit could be set at 15 per cent of the total.
Additionally, the Department of Health should be required to report
each year specifically on its use of these funds, in order to overcome
an attitude that can lead ministers to write off the expense of £1
million, for example, on their own projects as ‘small beer’62 for the
NHS.
The next steps to move beyond patient choice would be:
1. Ongoing development of a system of competing
commissioners of NHS-funded care, whether these are
individual primary care practices, groups of practices
(similar to the former Multifunds) or commissioners
operating more widely (insurers). It would be for
commissioners themselves to determine their preferred
model, subject to the usual competition regulations.
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2. Each citizen, or their guardian, would receive an annual
earmarked Health Premium, in effect a voucher, equivalent
to the lowest per capita allocation (currently £1,000), to
allocate to their chosen commissioner, with automatic reregistration and the existing system maintained for change
of registration within a financial year.
3. An Equity Fund would be established to distribute the
remainder of the NHS allocations (the excess over the
£1,000) using a simplified version of the resource
allocation formula, more heavily influenced by age and sex
as the main elements of health need.
4. Maintenance of the resource allocation formula to be made
the responsibility of the Healthcare Commission, subject to
an annual report to Parliament on its operation and impact.
5. The scope of patient rights with regard to NHS-funded care
will continue to be defined by a revised NHS Constitution
with a clear statement on equity in access to NHS care.
6. The share of NHS patient care funding retained centrally
will be limited to no more than 20 per cent (slightly less
than is currently retained centrally). The use of these funds
by the Department of Health will be subject to an Annual
Report to Parliament.
7. Further development of Direct Payments could be
integrated with the Health Premium system, with an
additional premium for long-term medical conditions
payable as cash.
Advantages of the ew System
Patients need a health service which responds to their needs rather than
to the political calls of the day. In the proposed new system a patient
can influence how quickly and directly his or her care needs can be
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met by the provider rather than too often being the victim of a targetdriven system or one where those providing care decide when and
where they give it.
Whilst the NHS has provided patient choice in some aspects of care,
patients are still very much pawns in the system. The current
programme on patient choice fails to recognise the idiosyncracies of
each individual. A homogeneous menu of choice cannot cater for
heterogeneous preferences. Individuals remain controlled by the
monolithic system, even if they are occasionally given a short list of
choices. Describing patients as having changed from mere pawns to
all-powerful queens is, perhaps, rather premature. They remain at the
mercy of local and national NHS rules, regulations and processes.
These proposals seek to enable them to break out of the worst of these
controls, so that NHS ‘patient care’ extends beyond clinical care to
offer full and tailored care and attention to each individual, so that
effective treatment is not the only requirement placed on providers,
and so that their clients are afforded dignity and respect. It was often
said that GP Fundholding shifted the balance of power in the NHS, so
that hospital consultants took to sending Christmas cards to GPs rather
than vice versa. Putting financial power in the hands of patients should
have a similar effect, as it has done with Direct Payments in social
services. Commissioners of NHS-funded care should be grateful
recipients of their clients’ accounts, not merely agents of the state in
serving the conscripted masses.
The system proposed is evolutionary rather than revolutionary, and
brings much-needed transparency to NHS resource allocation. Policy
leaders in all parties have expressed interest in the further development
of Direct Payments into the NHS; putting taxpayers’ cash into
taxpayers’ hands, earmarked for NHS care.
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What the proposals do not do is undermine the principle of NHSfunded care that is universal and largely free at the point of delivery.
They do, however, acknowledge the truth that the NHS as it currently
operates is neither comprehensive nor equitable. With greater
transparency in the pursuit of equity through skewed resource
allocation, there will be pressure to ensure that this funding is used
effectively in pursuit of health equity goals.
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