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To: The Prime Minister

Froms John Redwood 24th December 1987

HEALTH

The latest row over the adequacy of health funding has served to
highlight the difficulty of pressing on with our current health
policy. There may never be a lavel of funding which is welcomed
by the medical profession and thouwght to be adequate for the
purpose, Whenever a tragedy strikes in a hospital the reflex
reaction of all those responsible is to blame the government and
to put it down tO lack of money. Following baby BRarber there
could be a whole spate of these incidents: in the la=zt week the
Royal Berkshire Hospital reported the death of a baby and the
staff immadiately blamed it on the government.

The ills of the Health Servic@ are becoming clear. There are the
following problems:

1) anr*admimiﬁtratagn,@nd,qnd?rwmaDAQﬁmeng

The endless tiers of administration often get in the way of clear
responsibility and spend maney unneceesarily. 1+ should not
require DHSSE permanent officials, & NHS management hoard, the
irter-regional co-ordination machinery, regions, districts, and
unit management. Not only does this cost time and resource, it
also means that many people down at the hospital level, as well as
throughout the administrative chain, are involved in writing memos
to each other and in setting out an argument why there isn’t
anough money. Few make the tough choices mecessary in running &

hospital te & deéined budget.
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The Griffiths reforms were mifectively cidelined in many parts of
the NH8 and the experience around the countfy is very patchy. In
many Cases unsuitable individuals were ap d they never

really meant to manage because they di e courage to
stand wp to the medical vested interests involved. The @asy way

out for all managers under pressure is to blame the government and

demand more money.
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(3 Heavy Unionisation

Union activity is clear in many of the problems the Health Bervice
facom. It lies bwhind the difficulty in setting out clear
contractural terms for those in hospital employment. It liss
behind the hostility towards regional pay differentiation which
could do a great deal to help recruitment in the hard-pressed
South East without costing & fortune on the national wage bill.

It lies behind the move towards turning the nurse into a
paramedic, therefore requiring a very high level of gualification
which makes recruitment that much more difficult and justifies
higher pay.

(4) Lack of consistency in _management across the NHS

The NHS management board is not bringing enough pressure to baear
to ensure that there is some similarity of treatment and cost
throughout the Service. The disparities in the quality of care
and its cost of delivery are still enormous between different
hospitals in the same district and between districts and regions.
There i= little management pressure to see that this is improved.

(5) Consultants’ practices

In some hospitals, consultants artificially limit the number of
consultancy appointments that can be made which therefore
guarantees long waiting liste and patient discontent. Some
consultants use their NHS position in order to build a large
private practice. You are well aware 0of the problems of the so-
called "merit awards'. Some consultants resent management control
and fail to provide a service to the patient which the patient can
understand and which is delivered on time 1in a reasponable way.

(&) Medical Froblems

There ie a high rate of secondary infection in hospitals. Some
modern hospital buildings have themselves created favourable
environments for disease. & recent study reported in The .
Independent newspaper shows that almost a thuusanq pecple die @ach
year as & reault of operations. Even more startling was the
atatistic that over siX percent of these deaths occurred as &

result of operations which were not necessary.
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The Independent did not reveal how many of these people would have
died anyway but it is a matter of grave public concern that ought
to be investigated., It is well known within the medical
profession that the death rates vary encrmously between different
consultants carrying out the same operation but this i& the kind
uf management information that 18 again supressed.

Mary people are now in the business of vwffering selutions to this
problwm. There are three broad categories sf anlutiont

({) Many of our colleagues wish to see a faster move towards
privately financed healthcare. They see in this an answer ta the
problems of cost, as people would then dig deeper into their own
pockets to pay for their own health provision, It would have some
impact upon the quality and range of tare provided, both by
bringing in additional money and by making patients demand better
standards once they could clearly connect the money they were
spending with the healthcare they were recelving.

(ii) The second type of solution rests upon hreaking up the
NHS direct labour organisation itself without attacking the
principle of free healthcare to all, Under this system the money
would move with the patient wherever he wished to go to get his
treatment. A voucher waould be made out from the NHS to a private
hospital if it could do a better job.

(i1i) The third type of =olution is a tentative version of
both models, the evelutionary rather than the revolutionary
approach. This builds upon examples of public-private partnership
and might encourage some modest increase in private Realth
insurance without making it mandatory.

(i) Changing_the funding system

This i=s likely to be the most bitterly contested route. What
pecple most admire in the NHS is the principle that whatever your
means you have access to the healthcare you require when you need
it. What most disturbs them about the modern NHE is, as they see
it, the failure to meet this requiremant with some very long
waiting lists for non-acute surgery, and nNow some celebrated cases

of acute surgery Qoing wrong or being delayed.

in order to break down this resistance, it would be necessary
first of all to get across to people just how mueh they are

i the NHS. The figure you
currently paying through their tages for : : '
are using of around €1000 per family pach year is beginning to go
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mome but it is #till not well or widely understood. tm

be useful to tell people the startling facts that: (af n:ymgizg
from the national insurance fund now pays for tha NHE given the
ghErmous cost of pensions and, (B) that the NHS itself absorbs
Malé of all the income tax revenues collected. Once people
uhderstocd that, &ay, 14 pence in £1, or half their income tax,
was going straight to the NHB they might then wake up and ask some
guestions about whether all that money was being wall spent and
whether they were getting the guality of service they should
expect from that amount of monay.

ana pfogress is made in that argument, then it is possible to
investigate alternative funding. There are three main models:

(A) Extending the principle of charging ever more widely. This
might include hotel charges for hospital stays, more charges
for non-acute surgery, building on & base in, Say, cosmetic

surgery.

Extending tax relief to insurance schemes theraby hoping that
there would be & large increase in the numbar Of peopla
taking up private insurance.

Making some form Of private or public insurance

compul sory and converting the current tax bills for the NHS
into & proper insurance payment. This could be modelled upon
the paymants for the State earnings related pension scheme,
with rebates for those opting out of the scheme. They would
not be able to get a repbate for the full amount because there
would still have to be a redistributional element in their
payments to cover the cost of insurance for those who were
too poer to pay for themselves or those in old age who were

bad risks.

gimply
ANQ@erous of all. 1t attacks the
ion and requires a very large

All three of these options are politically hazardous.,

extending charges is the most d

principle of free health provis
number of exemptions to deal with the problem of those on 10w

incomes or 1in difficult circumstances. This then'immedigtgly
intensifies the poverty and unemployment traps whilst failing to
convince many people that it is just.

Extending tax relief to private insurance schgmes has « lLarge
deadweight cost as those already taking up private health

insurance would enjoy the tan relief.
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The third system is the most far reaching. If, ins i
14p. in the pound income tax, people paig a pe;centggzdrgiepaYIng
mational health insurance charge based on their income, the cost
uf the Health Service would immediately become visible. It would
then be possible to tailor & rebate scheme to encourage more
private schemes with people opting out for all or part of the risk
as defined under gavaernment rules. The successful privatisation
of the swcend pension would be a model for such a scheme. This is
the least objectionable of all the schemes: 1t could be cheaper
than extending tax relief to private insurance schemes depending
on the level of rebate.

(ii) Attacking the direct labour organisation

This is more likely to be productive in improving the gquality of
care and in cutting costs. It goes to the heart of the problem
which is a problem of over-administration and heavy unionisation.
It introduces competition into the production side, but can be
done using the language of improved patient care. Feople do not
like the language of competition and profit intruding inte health
pravision. It will be fiercely contested by existing producer
vested interests but it should be possible to get the public on
the mide of sensible reform.

Tackling the consultants’ contracts first may be taking on the
most difficult case. They may well carry out their threat and
demonstrate that a large number of consultants do do more than the
contractural minimum alreadyr it may turn out to be a policy
which has costs as the consultants insist upon higher pay to take
account of their so-talled overtime. It is easier to establish
more partnership schemes between the public and private sectors on
NHS territory and to establish the principle of the internal
market in healthcare. Hospitals and districts should buy
operating space and treatment from outside their frontiers whera
they themselves are under pressure or where they canﬁnt do it s0
effectively. FPatients should be given a genuine choice with a
voucher to take to the private sector it they chaase.to do =20.
This could produce & favourable response from the private sector
healthcare producers who may well then comalxnto the market and_
build more hospitals and offer more facilities. "The money moving
with the patient! is & good slogan which shows the government

is on the side of the patient whilst, at the same time, having
some interesting implications for the lqast pfficient and least
satiefactory hospitals within the public healthcare system.
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(iii) The evolutionary approach

The evolutionary approach would not immediately introduce a
patient voucher. It would build on the current experiments and
upon the current level of private health insurance. We ara luchky
that we already have private health insurance because it means
that we have some established practitioners in the private
heglthcare field who provide us with a base which could expand.
Whilst @hgra have been recent setbacks in establishing one or two
of the joint ventures, it is important to press ahead with more
joint development on hospital sites incorporating publiec and
private elements, It would also be possible to have more joint
developments between hospital managements in the NHS and other
private sector businesses., Why not, for example, on one or two
prime hospital sites, allow a hotel to be built nearby so that
people could choose to live in private comfort. They would get
access to their free NHS entitlement for surgery but wouid choose
to take some of the strain off the NHS hotel services which they
would otherwise be using. It should also be possible as more
retail and service activity is brought into the hospitals under
the erxcellent Clause 4 of the Health and Medicinmes EBill to attract
private donation and funding for other purpo=es which would cheer
the hospitals up and create a better impression for the patient

and the visitor.

Conclusion

Having watched the Health Uebate clousely 1in recant months and
talked tc many people within the Health Service, 1 am persuaded
that the existing policy of paying more money to run the existing
system is not going to work and will not last us through this
Parliament. A large number of health workers are now writing to
me about waste and maladministration. There is & well-gpring of
resentment throughout the Service in the junior and middle ranks
about the way in which the Service is mismanaged and

maladministered.

is to unleash those forces from within the
NHS at the same time as championing patient rights from without.
The government can then develop a pincer movement upon the top
administrators, managers and those bad congultants wha grg, .
between them, priefing the press and fuelling the epposition 1N
Parliament with all the stories about the bad NHES let down by &

mean government.

The political trick

e T +think the most productive
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would be complementary to the Clause 4 provision of the Health and
Medicines Rill and to the evolving pattern of health insurance.

I§ you did wish to go the compulsory health insurance route, which
in its turn would have an impact upon the direct labour
organisation, I would recommend looking at a scheme based on
BERFE., It would have compulsory national insurance similar in
some ways to income tax but clearly ldentified with a rabate

gcheme for those who
flexibility than tay
wished to forege for
opt out of the State

opted out. This would give you much more
relied in deciding how much revenus you
those who have already made the decision to
sysatem.
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HEALTH

The lgtest row over the adequacy of nealth funding has served to
highlzght the difficulty of pressing on with our current health
policy. There may never be a lavel of funding which is welcomed
by the medical profession and thought to be adequate for the
purpose, Whenever a tragedy strikes in a hospital the reflex
reaction of all those responsible is to blame the government and
te put it down tO lack of money. Following bhaby EBarber there
could be a whole spate of these incidents: in the laszt week the
Royal Berkshire Hospital reported the death of a baby and the
ctaff immadiately blamed it on the government.

The ills of the Health Service are becoming clear. There are the
following problems:

(1) anr*adminiﬁtrat;gn"@nd under management

The endless tiers of administration often get in the way of clear
responsibility and spend maney urneceesarily. 1+ should not
require DHSE permanent cfficials, a NHS management hoard, the
irter-regional co-ordination machinery, regions, districts, and
umit management. Not only does this cost time and resource, it
also means that many people down at the hospital level, as well as
throughout the administrative chain, are involved in writing memos
to each other and in setting out an argument why there isn’'t
anough money. Few make the tough choices mecessary in running =&
hospital to & deéined budget.

(2) GfifﬁithﬁﬂHﬁinﬁngﬁ_giVEQ_é‘Ghéﬁge

o

The Griffiths reforms were sffectively cidelined in many parts of

the NH8 and the erperience around the country is very patchy. In
many cases unsuitable jndividuals were appointed and they neaver
really meant to manage because thay did not have the courage to
stand wp to the medical vested interests involved. The &&asy Way
out for all managers under pressure is +o blame the government and

demand more morey.
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(3) Heavy Unionisation

Union activity is clear in many of the problems the Health Bervice
faces. It lies behind the difficulty in setting out clear
contractural terms for those in hospital employment. It lies
behind the hostility towards regional pay differentiation which
could do a great deal to help recruitment in the hard-pressed
S8outh East without costing & fortune on the national wage bill.

It lies behind the move towards turning the nurse into a
paramedic, therefore requiring a very high level of gualification
which makes recruitment that much more difficult and justifies
higher pay.

(4) Lack of consistency in_management across the NHE

The NHS management board is not bringing enough pressure toc bear
to ensure that there is some similarity of treatment and cost
throughout the Service. The disparities in the quality of care
and its cost of delivery are still enormous baetween different
hospitals in the mame district and between districts and regiens.
There i= little management pressure to see that this is improved.

{3) Consultants’' practices

In some hospitals, consultants artificially limit the number of
consultancy appointments that can be made which therefore
guarantees long waiting lists and patient discontent. Some
consultants use their NHS position in order to build a large
private practice. You are well aware 0of the problems of the so-
called "merit awards'. Some consultants resent management control
and fail to provide a service to the patient which the patient can
understand and which is daelivered on time in a reaspnable way.

(&) Medical Froblems

Some

There is a high rate of secondary infectiaon in hospitals.
modern hospital buildings have themselves created favourable
environments for dlsease. A recent study reported in The

Independent newspaper shows that almost a thousand pecple die @ach
year as & reault of operations. Even more startling was the
atatistic that over siy percent of these deaths occurred as &

result of operations which ware not necessary.
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The Independent did not reveal how many of these people would have
died anyway but it is a matter of grave public concern that ought
to be investigated., It is well krown within the medical
profesasion that the death rates vary ensrmously between different
consultants carrying out the same operation but this is the kind
8+ management information that is again supressed.

Many people are row in the business of offering solutions to this
problem. There are three broad categories of anlution:

(4) Many of our colleagues wish to see a faster move towards
privately financed healthcare. They see in this an answer to the
problems of cost, as people would then dig deeper into their own
pockets to pay for their own health provision., It would have some
impact upon the quality and range of care provided, both by
bringing in additional money and by making patients demand better
atandards once they could clearly connect the money they were
spending with the healthcare they were recelving.

(ii) The second type of solution rests upon hreaking up the
NHS direct labour organisation itself without attacking the
principle of free healthcare to all. Under this system the money
would move with the patient wherever he wished to go to get his
treatment. A voucher would be made out from the NHS toc a private
hospital if it could do a better job.

{ii1i) The third type of solution is a tentative version of
both models, the evolutionary rather than the revolutionary |
approach., This builds upon examples of publicfprivate partnership
and might encourage some modest increase in private Realth
insurance without making it mandatory.

(i) Changing_the funding system

Thi= is likely to be the most bitterly congested route. What
pecple most admire in the NHS is the principle that whatever your
means you have access to the healthcare you require when you need
it. What most disturbe them about the modgrn NHE is, as they see
it, the failure to meet this requiremant with some very long
waiting lists for non-acute surgery, and now some celebrated cases

of acute surgery going wrong oF being delayed.
in order to break down this resistance, it would be necessary
firet of all to get across to people just how much they are )
currently paying through their taxes for the NHs. The +;gur: yoo
are using of around €1000 per family @ach year is beginning 0 g
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pome but it is still not well or widely understocod. t

be useful to tell people the startlingy#a:ts that: (a§ :zym;izs
frcm the national insurance fund now pays for the NHS given the
BHEFMOUS cowt of pensions and, (b) that the NHS itmel+ absorbs
Malé of all the intome tax revenues collected. Once people
understoocd that, say, 14 pence in £1, or half their income tax,
was going straight to the NM8 they might then wake up and ask some
guestions about whether all that money was being well spent and
whether they were getting the guality of service they should
expect from that amount of monay.

ane pfogress is made in that argument, then it is possible to
investigate alternative funding. There are three main models:

(A) Extending the principle of charging ever more widely. This
might include hotel charges for hospital stays, more charges
for non—-acute surgery, building on a base ifn, Say, coasmetic
surgery.

Extending tax relief to insurance schemes theraby hoping that
there would be a large increase in the numbar of peRoOpla
taking up private insurance.

Making some form of private or public insurance

compul sory and converting the current tax bills for the NHS
into & proper insurance payment. This could be modelled upon
the payments for the State earnings related pension scheme,
with rebates for those opting out of the scheme. They would
not be able to get a rebate for the full amount because there
would still have to be a redistributional element in their
payments to cover the cost of insurance for those who were
too poer to pay ${or themselves OF those in old age who were

bad risks.

All three of these options are politically hazardous, Simply
extending charges {g the most dangerous of gll. It attacks the
principle of free health provision and requires a very large
number of exemptions to deal with the problem of those on 1ow
incomes or 1in difficult circumstances. This then xmmedxgtgly
intensifies the poverty and unemployment traps whilst failing to
convince many people that it is just.

relief to private insurance arhemes HAaS & large

Extending tax private health

deadweight cost as those alraa
insurance would enjoy the tax
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The third system is the most far reaching. If, instead of paying
i4p. in the pound income tax, people paid a percentage rate
mational health insurance charge based on their income, the cost
uf the Health Service would immediately become visible. It would
then be possible to tailor a rebate scheme to encourage more
private schemes with people opting out for all or part of the risk
as defined under government rules. The successful privatisation
of the second pension would be a model for such a scheme. This is
the least objectionable of all the schemem: 1t could be cheaper
than extending tax relief to private insurance schemes depending
on the level of rebate.

(ii) Attacking the direct labour organisation

This is more likely to be productive in improving the quality of
care and in cutting costs. It goes to the heart of the problem
which is & problem of over-administration and heavy unionisation.
1t introduces competition into the production side, but can be
dome using the language of improved patient care. Feople do not
like the language of competition and profit intruding intc health
provision. It will be fiercely contested by existing producer
vested interests but it should be possible to get the public on
the side of sensible reform.

Tackling the consultants’ contracts first may be taking on the
most difficult case. They may well carry aut their threat and
demonstrate that a large number of consultants do do more than the
contractural minimum already) it may turn out to be a policy
which has costs as the consultants insist upon higher pay to take
account of their so-called overtime. It is easier to establish
more partnership schemes between the public and private sectors on
NMS territory and to gstablish the princzp;a of the internal
market in healthcare. Hospitals and di;tr;cts should puy .
operating space and treatment from outside their frontiers wterg
they themselves are under pressure or where they cannat dPt; as
effectively. Patients should be given & genuine choice 31
voucher to take to the private sector irv they choose'tot 05:2;0r
This could produce & favourable response from the pr&varﬁEt .
healthcare producers who may well then ;cmelxnto E?: ma éa oo
build more hospitals and cffer more fac111t1es. S monm:nt
with the patient' is & good slogan which shows the gcverhav1n
imz on the side of the patient whil::, ?t ;:ee:i?:1:;22;nd leaat

‘ no implications for e lea
::tﬁsizzzgizt;aapitzls within the public healthcara system.
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(iii) The evolutionary approach

The evolutionary approach would not immediately introduce a
patient voucher. It would build on the current experiments and
upon the current level of private health insurance. We ara luchky
that we already have private health lnsurance because it means
that we have some established practitioners in the private
heglthcare field who provide us with a base which couwld expand.
Whilst there have been recent setbacks in establishing one or two
of the joint ventures, it is important to press ahead with more
joint development on hospital sites incorporating public and
private elements, It would also be possible to have more joint
developments between hospital managements in the NHS and other
private sector businesses. Why not, for example, on one or twWo
prime hospital sites, allow & hotel to be built nearby so that
people could choose to live 1in private comfort. They would get
access to their free NHS entitlement for surgery but wouid choose
to take some of the strain off the NHS heotel services which they
would otherwise be using. [t should also be possible as more
retail and service activity 1is brought into the hospitals under
the erxcellent Clause 4 of the Health and Medicines Bill to attract
private donation and funding for other purpes=es which would cheer
the hospitals up and create a better impression for the patient
and the visitor.

Conclusion

Having watched the Health Uebate closely 1in recant months and
talked toc many people within the Health Service, I am persuadaq
that the existing policy of paying more money to run the ew%stan
system is not going to work and will not last us through.tﬁxs
Parliament. A large number af health workers are now writing to
me about waste and mal administration. There is a well-spring of
resentment throughout the Service in the junior and middle ranks
about the way in which the Service 1is mismanaged and

maladministered.

olitical trick is tO unleash those forces from W1th1p the
ng :tlthe same time as championing patient rights from w;t:out.
The government Can then develop a pincer movement upon the top
administrators, managers and those bad congultants whao grg, '
between them, mriefing the press and fuelling the cppos1t1og in
parliament with all the stories about the bad NHE let down By &

mean government.

emim T #hink the most productive
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would be complementary to the Clause 4 provision of the Health and
Medicines BRill and to the evolving pattern of health insurance.

If you did wish to go the compulsory health insurance route, which
in its turmn would have an impact upon the direct labour
organisation, I wouwld recommend looking at a scheme based on
BERFE. It would have compulsory national insurance similar in
some ways to income tax but clearly identified with a rabate
scheme for those who opted out. This would give you much more
flexibility than tax relief in deciding how much revenue you
wished to forege for those who have already made the decision to
opt out of the State system.




