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Preface

Some overseas systems guarantee a higher standard of
care than the NHS for the poorest members of society. Can
we adapt these alternatives to improve health care in the
UK?

The July 2000 National Plan for the NHS reaffirmed the
Government’s commitment to public sector monopoly.
Health care was to be financed predominantly from
taxation and hospitals were to remain firmly in the Govern-
ment’s hands.

In the months preceding the National Plan, there had
been much media discussion about the merits of alter-
native systems, including European social insurance
schemes, and the Government’s response was to devote a
chapter to their rejection. It judged them against two
criteria: equity and efficiency. It defined efficiency as:
‘testing whether a proposal would achieve its proposed end
and whether it provides the greatest possible health
improvement and healthcare within the funding available’.
And it defined equity as: ‘analysing how well the proposal
would match financial contributions to ability to pay, and
how well it would match healthcare to health needs.™

Some overseas systems were found wanting when
measured against these criteria, but elsewhere in the
document the NHS is compared unfavourably with other
European countries. The National Plan admits, for exam-
ple, that cancer survival is worse in the UK than in many
European countries, and it admits that deaths from
coronary heart disease have fallen less than elsewhere.?
Moreover, it concedes that the NHS has suffered from
‘decades of under-investment’ and that spending has
‘consistently lagged behind other developed countries’. As
a result, it has insufficient capacity to provide the services
the public expect. There are too few hospital beds com-
pared with most other health systems, and too few doctors:
1.8 practising doctors per 1,000 population compared with

viii
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the European Union average of 3.1. And the Government
acknowledges that the NHS carries out too few operations
in contrast to countries such as the Netherlands, where
twice as many heart bypass operations are performed.?

The chapter in the National Plan which dismisses
overseas systems reads as if the Government made up its
mind first and then set out to gather whatever evidence it
could find to bolster its conclusion. It would have been
better to ask a very different question: is there an overseas
system that guarantees all its people, and especially the
poorest, a high standard of care? And if so, is that standard
higher than the NHS? An honest observer looking at
countries such as Germany, France or the Netherlands
would have to answer this question with a resounding ‘yes'.

Consequently, the chief purpose of this publication is to
ask whether we could adapt successful overseas schemes
to the UK. There are several viable alternatives and the
first essay describes one such model, stakeholder health
insurance, selected because it is based on an overseas
scheme which has a long track record of success. The
proposal is accompanied by critical commentaries from
representatives of three leading private insurers.

The National Plan was a great missed opportunity which
left the fundamental flaws in the NHS unresolved. How-
ever, there are also elements in the document which
suggest that the Government is beginning to recognise that
public sector monopoly is not viable in the long run. The
tendency of the document to face both ways is most
apparent in its discussion of consumer responsiveness. The
Secretary of State says in his introduction that the NHS
will be reformed ‘from top to toe’ to ‘meet the challenges of
rising patient expectations'. Yet, a rational person choosing
a structure most likely to be responsive to consumers
would not necessarily pick public sector monopoly.

There is also evidence of facing both ways in the discus-
sion of hospital autonomy. The Government concedes the
value of managerial autonomy, but cannot bring itself fully
to let go. As a result we end up with the compromise of
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‘earned autonomy’, a half-way house which could easily
turn out to be the worst of all worlds, not least because
central power can still be exerted at any time.

The National Plan leaves a great many questions unan-
swered and these essays are early contributions to the next

stage of the debate.
David G. Green



Stakeholder Health Insurance:
A Better Way to Guarantee
Access For All

David G. Green

Summary

The underlying problem is that the NHS does not
achieve its own objectives. It suffers from three long-
standing flaws:

eIt is underfunded because its method of funding is
unrelated to personal demand and need.

= There is a lack of competition.

<There is a lack of respect for individual choice and
responsibility.

Unfortunately, the Blair Government has made matters
worse by diminishing competition:

= GPs have been dragooned into primary care groups which
have turned them into gatekeepers rather than champi-
ons of the patient.

= Hospital mergers affecting about 20 per cent of trusts in
the last two financial years have reduced incentives for
improvement.

What advantages would stakeholder health insurance
offer?

= A universal market-tested guarantee instead of a mere
political promise.

= Competition and personal choice.
«The renewal of civil society through the restoration of

1



2 STAKEHOLDER HEALTH INSURANCE

hospital independence.

= Because the scheme is not linked to employers (unlike
the social insurance schemes of continental Europe) it
will not distort job opportunities.

= People will buy insurance collectively with the result that
administration costs will be lower, consumer bargaining
power will be increased, and individuals will have access
to good quality information to aid their choice.

= There will not be a single regulatory regime, but compet-
ing regulators to reduce the dangers of over-regulation,
particularly the crowding out of innovation and, because
individuals can choose whether or not to opt into the new
system, change will be evolutionary.

Introduction

Give us back some (but not all) of our tax and let us take
personal responsibility for our own health care! And what's
more, extend the same power of choice to the poor and
elderly!

Could such a plea become a reality? The chief argument
used against the introduction of competition and private
finance in health care is that the poorest people would be
worse off. Is it possible to envisage reforms that would
bring about substantial improvements for the poorest
section of the community, as well as for the majority? Such
a change would not satisfy diehard ration-book collectivists
but it would achieve a genuine guarantee of access for
everyone, a promise which the NHS has not achieved in
practice.

Public opinion has suffered quite a jolt in recent months
as people have come to see that, even judged against the
yardstick of its own objectives, the NHS falls a long way
short. The NHS aims to be universal, comprehensive,
equal (‘uniform’ across the country) and of a high standard.

Universal and Comprehensive: The NHS is formally
universal, but not everyone who goes to see a doctor will be
treated. Universal access is of limited value unless it is
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clear what range of services the individual has access to
and, far from being comprehensive, the NHS does not even
provide every service that is regarded as necessary in
countries of comparable wealth.

Equal: Use of the term equality confuses two ideas. The
first is that ‘everyone, rich and poor alike, should have
access to care’. That is, no one should fall below a certain
standard. The second is that ‘no one should ever get more
than anyone else’. The latter confuses envy with a legiti-
mate concern for the less fortunate. In any event, the NHS
does not deliver the same standard to everyone. It seeks
uniformity by giving GPs control of access to hospital care
in the expectation that clinical need, and not consumer
preferences, will prevail.

There are three main points to make. The first has to do
with practicalities. A government can deliver universal
access by providing a guarantee. But it can not eradicate
all differences in provision, either between individuals or
localities. The NHS has always varied from area to area.

Second, differences in standards, quality and practice
style are useful. Competition creates the ability to make
comparisons. Moreover, the advantages that result are not
private and exclusive, as egalitarians imply. There are
significant common benefits. Competition produces
rebound effects which ricochet through the system encour-
aging the least successful doctors or hospitals to raise their
standards. The ostensible uniformity of the NHS is achiev-
ed by suppressing competition, which tends to lower
standards.

Third, differences in health provision reflect legitimate
personal preferences for a variety of styles of coverage and
treatment. The egalitarian tends to assume that all
differences are the improper fruit of riches and that,
therefore, they can be suppressed. But people with the
same income might well have different preferences. When
you suppress ability to pay you also suppress willingness
to pay.
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Standards: Nor does the NHS provide a universally high
standard by comparison with other countries. It is often as
good as systems elsewhere, but with glaring exceptions.

A particular consequence of the NHS has been a deterio-
ration in the doctor/patient relationship. It has become one
of gatekeeper and supplicant rather than expert adviser
and client. Under any system, scarcity of resources creates
the potential for the doctor to be a gatekeeper. Moreover,
purely on clinical grounds a doctor may refuse treatment
because he thinks it dangerous or ill-advised. But in a
command-and-control system financial gatekeeping is
heightened.

Framing Achievable Objectives

The real problem is that the objectives of the NHS are not
achievable. Moreover, they are not mutually consistent.” In
particular, the eradication of differences in the name of
equality suppresses competition. And the suppression of
competition in the name of uniform standards has meant
lower standards. The only people to benefit from suppress-
ing competition are providers who want to cover up their
deficiencies. A genuine concern for the poorest people
would seek to discover how to preserve competition, which
is in the interests of all, whilst maintaining access for the
poor.

The challenge is to frame some different objectives for
health policy which are mutually consistent and, in
addition, to accept the discipline of devising a new health-
care system which would make the poorest people better
off than they are under the NHS.

There are two main requirements. First, competition
should be introduced. Second, health care should be
financed by insurance, not from taxes. And both competi-
tion and private finance should be introduced in a manner
which improves the standard of service being received by
the poorest section of the community.
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Competition

Competition should be encouraged in order to raise
standards. It is neither necessary nor advisable for the
government to own all the hospitals and employ all the
medical professionals in order to guarantee access. For
there to be genuine competition, hospitals should be
independent of government, but it does not follow that they
should function as for-profit organisations.

In order to re-create the experimentation and creativity
that flows from competition, NHS hospitals should be
privatised as non-profit hospitals, rather like modernised
versions of the old voluntary hospitals. It would allow
medical staff to evolve, enhance and develop their special
local tradition, and would help to rebuild the social fabric.

Before the NHS nationalised all the hospitals in 1948,
some were government owned (usually municipal hospi-
tals) but the majority of ordinary hospitals were voluntary.
That is they were owned by local charities, supported by a
mixture of donations, charges and regular contributions
from local people in the form of pay-packet deductions.
Voluntary hospitals united the local community: the
wealthy were expected to contribute out of their abun-
dance, and did so; and the rank and file made their regular
small weekly payments through the hospital contributory
funds. All sections of society felt a loyalty to the local
voluntary hospital.

Moreover, in the rest of Europe, private hospitals have
been allowed to co-exist with the public sector. Slightly
over half the hospitals in Germany are independent of the
government, along with one-third of the hospitals in
France, over 80 per cent in the Netherlands and 60 per
cent in Belgium.

Insurance

First, we cannot rationally discuss universal access
without describing the services to which access is being
given. When we buy other types of insurance we expect a
contract stipulating our entitlements, and so when the
taxpayer buys health insurance on behalf of the poor then
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a contract should similarly lay down the legally enforce-
able entitlements. But what should that standard be? And
how should it be fixed?

There is no escape from affordability. Wealthy countries
can afford to spend more on health care. In the third world,
for instance, affordability affects fundamentals like
vaccination; whereas in the wealthy United States, it
affects the availability of experimental procedures such as
the transplantation of artificial organs or heart and lung
transplants. In the UK, however, the standard and scope
of care does not predominantly reflect income per head but
the tendency of the ‘command-and-control’ NHS to ration
life-saving treatments, including renal dialysis and cancer
care.

What counts as ‘comprehensive’ at any moment is in the
process of being discovered and rediscovered. The advan-
tage of a system based on insurance is that it allows
gradual evolution towards a reasonable standard which
reflects consumers’ judgements about the type and cost of
cover they want.

The allocation of funds by the UK Treasury is crude by
comparison. It bears no relationship to medical demand. It
is what the government can afford or chooses to
spend—this year influenced by efforts to control inflation,
next year by an impending general election. In any event
it is a global amount with no room for individuals to pay
for more or less. Typically, the government conducts a
public expenditure survey each year, and targets are
agreed for three years. The NHS asks for a particular
budget and the Treasury decides how much it can have. In
England, after deducting an amount for national services,
such as blood transfusion, budgets are distributed to
health authorities and primary care groups and trusts.

This process of allocation can be compared with a private
insurance market. An insurance company knows the
demand and expectations of its customers from previous
years and can adjust premiums from year to year to match
their preferences. It will present itself to the public in a
particular way, offering specific contracts. For example,
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American consumers can compare and choose between
different practice styles. Some health maintenance organi-
sations (HMOs) might offer hospital care in the form of
shared rooms, with the possibility of paying extra for a
private room. The premium tends to be cheaper than for a
‘managed fee-for-service’ insurance plan that offers
unfettered choice of hospital or specialist. And it would
probably be cheaper than a ‘point of service’ plan which,
like an HMO, offers care through a fixed panel of doctors
without further charge, but with the option of choosing an
alternative doctor or hospital (at the point-of-service) in
return for meeting part of the cost out of pocket.

The availability of such comparisons allows doctors and
hospitals to get a better feel for what people want. As
people change insurers or providers from year to year, a far
more accurate assignment of funds takes place.

Typically, a contract of insurance in the US will entitle
individuals to all needed health care. In practice this
means that, if a qualified doctor says something is neces-
sary, then the insurer must pay, or be sued for breach of
contract. More recently insurers have tried to exclude
‘experimental’ procedures. This criterion allows more scope
for disagreement, but ultimately the test is ‘normal prac-
tice’ or the consensus among medical practitioners. In
extreme cases the line can be fuzzy, but the ultimate
arbiter is the court of law. Under the NHS, the courts have
typically refrained from requiring the NHS to provide
specific services precisely because availability depends on
political decisions about how much care can be afforded.

Opponents of insurance typically highlight two main
problems: the exclusion of people with pre-existing condi-
tions and the related tendency of some insurers to ‘select’
customers in order to avoid those most likely to make large
claims (‘adverse’ selection from the insurer's vantage
point). Over the years many different solutions to these
problems have been attempted, but perhaps the most
promising have been schemes based on group insurance
with a ‘sponsor’ acting as a consumer champion, also called
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‘managed competition’. Sponsoring agencies, which could
be private organisations, including large employers, or
statutory bodies insulated from the political process,
facilitate consumer choice by offering comparative informa-
tion about quality and price and by filtering out bad
insurers. Such schemes have been championed for more
than 20 years by Professor Alain Enthoven. Originally
called consumer choice health plans, the latest name is the
health insurance purchasing co-operative (HIPC). Before
discussing how to apply the idea in the UK, I will describe
the essential elements of Professor Enthoven’s scheme.

Health Insurance Purchasing Co-operatives

Enthoven’s scheme comprises four main elements. First,
each year consumers choose a comprehensive care package
for one year. Second, they do so through agencies whose
task is to facilitate choice by providing comparative
information about quality and price and by weeding out
unsatisfactory insurers. Third, the consumer’'s choice
should be cost-conscious, that is, part or all of the cost of
the premium should be met by all individuals except the
absolutely poor. And fourth, providers should compete in
structures which integrate provision and insurance, either
by establishing a single system, such as a health mainte-
nance organisation or by creating schemes based on
contracts between insurers and independent providers.?

The relevant ‘price’, insists Enthoven, is not the cost of
any given medical procedure, but the annual insurance
premium, because it gives the consumer a reason to think
about the total cost and to try to minimise it. Consumers
must be price-conscious at the time of taking out the
insurance package and in a position to compare packages.
To facilitate comparisons insurers should be required to
price equal packages, so that during the ‘open-enrolment
season’ of about four weeks every year, systematic compar-
isons can be made, comparing like with like.

Enthoven is anxious that consumers should not have to
choose between lists of covered and non-covered items,
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because it is an almost impossible choice for individuals to
make. An insurance policy should cover ‘all needed care’
and cost control should not be primarily achieved by
excluding treatments or excluding people but by control-
ling costs. To give but one example, costs can be controlled
without reducing quality by ensuring that operating
theatres are fully used, skilled staff are effectively de-
ployed and by ensuring the right balance between highly
skilled and semi-skilled employees.

Schemes based on ‘managed competition’ have been
found to work. There are examples of such systems in
operation in California and Minnesota, but | will mention
only one: the Federal Employees Health Benefits Program.

The latter began operation in 1960 and now offers nearly
400 insurance plans to some four million policy-holders
covering about nine million people. Every year in Novem-
ber/December there is a month-long ‘open season’ when
people choose their insurer for the next year. They receive
an official guide and a consumer group also publishes a
private guide. Each year only about five per cent of policies
change hands, but the impact on individual insurers can be
substantial, with some losing half or more of their sub-
scribers. All insurers must community rate. Literally, this
means that a retired person pays the same as an 18-year-
old trainee. Insurers must also accept all applicants
regardless of pre-existing conditions.

Since 1999 the federal government contribution has been
based on a ‘fair share’ formula. It pays the lesser of two
amounts: 72 per cent of the programme-wide weighted
average premium or 75 per cent of the actual premium of
each person’s chosen plan. Employees pay the difference.?
Two types of cover are offered: ‘self only’ and ‘self and
family’. In 1995 the maximum was $1,600 per year for a
‘self only’ policy and $3,490 for ‘self and family'.

In How to Pay for Health Care | proposed that a similar
scheme in Britain could be based initially on health
authorities, with each authority becoming the purchasing
co-operative for its locality. If implemented, the end result
would not be a pure market system, nor a pure collecti-
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vised one but it would bring about a different balance
between the public and private sectors. The government
would confine itself to creating the framework within
which collective private initiative can work for the common
good. And it would provide universal access — something
the NHS has never achieved in practice—by providing a
clear entitlement for the poor.

Since publication of the original proposal in 1997, there
have been further NHS reforms, not least the introduction
of primary care groups, and so what follows adapts the
original idea to the new circumstances.

Stakeholder Health Insurance: How It Could Work

Alain Enthoven advocates health insurance purchasing co-
operatives. Perhaps a better name would be ‘stakeholder
health insurers’. For the sake of administrative simplicity,
existing health authorities could establish stakeholder
health insurers (SHIs) in their areas. We would all con-
tinue to pay taxes as at present and health care would
continue to be provided through primary care groups,
without further charge. However, individuals would be free
to receive their care through the local stakeholder. In
return for assuming responsibility for part of the cost, they
would receive a tax credit representing part of the tax they
had paid towards the NHS. Before turning to the details of
this tax credit, further aspects of the scheme should be
explained.

The SHIs should be independent of government, and
preferably mutual organisations run by boards represent-
ing members. Each year, SHIs should invite private
insurers to submit tenders for a comprehensive package of
cover for anyone within the SHI boundary. All insurers
should be required to price a standard contract: to facili-
tate value-for-money comparisons; to reduce market
segmentation based on the range of services covered rather
than on price or quality; to guarantee no hidden gaps in
coverage; and to prevent risk selection from reducing
incentives to produce value for money. This standard
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package should be defined by each SHI to reflect members’
preferences and to facilitate comparisons between SHis.
Only insurance plans which complied with the standard
package should be included in the scheme. However, they
should be free to offer other insurance schemes in addition
to the standard package.

One of the dangers of a system of regulation or ‘managed
competition’, as Professor Enthoven calls it, is that in its
anxiety to protect consumers it becomes too intrusive,
suppressing valuable initiatives which might benefit
consumers. A system of SHIs could have this effect, but the
danger is mitigated in two ways. First, SHIs should be
allowed to compete for members. Individuals should not be
compelled to join the local SHI, but should be free to join
another area-based SHI or one not based on locality at all
(see below p. 13). Second, insurers should be free to offer
insurance policies which differ from the standard package.

In essence the scheme accepts that unfettered market
competition has beneficial effects for some and harmful
effects for others. The challenge is to preserve the huge
advantages of innovation whilst eliminating known harms.
The balance between appropriate regulation and over-
regulation is always difficult to strike. A system of stake-
holder health insurers is one of competing regulatory
regimes, which accepts that we can learn from innovation
in regulatory methods and strategies, just as we learn from
diversity of provision.

Consumers would make their choice once a year, based
on the quoted prices and any comparative information
supplied by the stakeholder. They could have, say, four
weeks to consider the options and notify their decision to
the SHI. There should be continuous coverage, to prevent
insurers from dumping costly subscribers. There should
also be community rating, that is the premium ought to be
the same regardless of the health status of the individual,
though age rating would be acceptable. No one should face
exclusions or limitations of coverage because of pre-
existing conditions.
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There are some dangers to be avoided. Although I have
recommended that health authorities should initially
establish stakeholders, it is very important that health
authorities should not also be planning agencies, control-
ling investment in medical facilities. Such planning is best
accomplished by competing providers. Enthoven'’s proposal
enjoys bipartisan support in America and Paul Starr, who
is among the left-leaning supporters, has strongly argued
that purchasing agencies should not be planning agencies.
Their task is to be the consumer’s champion and to foster
and facilitate informed choice. To give them a planning
role, he says, would be to create a potential conflict of
interest between their advocacy and planning duties.*

Thus, the resulting system would work something like
this. We would all continue to pay taxes as now, and people
wishing to continue receiving care from the NHS need take
no action at all. People who prefer to be covered by insur-
ance would opt to receive care through their local SHI.
Each existing health authority would establish a stake-
holder health insurance agency whose task would be to ask
private insurers to price the same comprehensive package
of care. Anyone choosing to pay more would do so with his
or her own money.

Hospitals, NHS or private, would charge insurers for
their services. Private hospitals, whether for-profit or not,
would compete on equal terms. All hospitals would be free
to enter into contracts or arrangements with insurers as
they believe best. Similarly, GPs functioning through
primary care groups would charge insurers or offer pre-
paid services.

Initially the scheme would be based on existing health
authorities, but as under Enthoven’s scheme, it should be
possible to establish mutual purchasing agencies other
than area-based stakeholders. This would create competi-
tion between SHIs and permit consumers to escape from
their local SHI if it proved to be ineffective. A common
objection to small-scale purchase of health insurance is
that the administrative costs tend to be very high. How-
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ever, the RAND Health Insurance Experiment found that
groups of 10,000 or more have administrative costs of 5.5
per cent, whereas for smaller groups it can be 40 per cent.®
Thus, groups of 10,000 are large enough to secure the
relevant economies of scale.

The Tax Credit and How to Ensure Universality

How might a system of tax credits work? For each person
opting to receive insurance cover through the stakeholder
rather than the NHS, a sum of money would be paid by the
government to their stakeholder. How would this tax credit
be calculated? There would need to be an interim arrange-
ment until enough experience had been gained of the
evolving insurance market. Two years would probably be
sufficient, and during these two years the Treasury should
apportion an age-weighted amount per person based on the
previous year’'s NHS expenditure (approximately £800 per
head). In subsequent years, the Treasury allocation should
be based on the market price for the standard package
defined by each stakeholder. The Exchequer subsidy
should be a percentage of this market price.

The challenge | set at the beginning was to devise a
system that would, above all, assist the least well off and,
to that end, the tax credit should also vary according to
financial circumstances. The major problem for any system
which has to be adjusted according to income is how to deal
fairly with people at the margin between total dependency
and self-sufficiency. Needless to say, people on benefit who
cannot be expected to work should receive the full cost of
the standard insurance plan. The majority of earners are
capable of paying their share out of pocket, but what about
those ‘in between'?

Based on expenditure in France and Germany, let's
assume that the cost of a standard insurance package for
a husband, wife and two children is £2,600 per year. For
people on benefit the government would pay the full
amount to the SHI. For others, the government would need
to decide what percentage of the standard-package pre-
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mium should be paid from taxes, and at what income level
people could be expected to make a contribution. The tax
credit should be in the range 50-75 per cent of the standard
plan. If it were 50 per cent, the tax credit would be £1,300
per year and the maximum out-of-pocket payment would
be £1,300 per year, plus any extra a consumer chose to
spend.

However, if everyone whose income exceeded a certain
point had to pay £1,300, it would be likely to have a
behavioural effect on some people whose incomes were just
below that point. They might be deterred from earning
more. The difficulty could be avoided by tapering the tax
credit to bring about a more gentle transition from subsidy
to self-sufficiency. If the tax credit were £1,300, then a
taper of 25p for every pound of tax liability above each
family’s tax threshold would have a smaller behavioural
impact. At this point, however, a digression from the
argument is necessary.

Work Incentives at the Margin: A Digression

Some critics regard the presence of a high ‘marginal
deduction rate’ at a certain point in the income range as a
decisive objection. However, to abandon any scheme for
that reason alone would be to consider it acceptable to
refrain from work altogether or reduce work effort because
of the generosity of the benefit system. Such a view is
surely paradoxical, particularly if the upshot is the contin-
uation of public sector monopoly which fails, in reality, to
provide universal cover for the poorest people. The issue
can be understood more clearly if we personalise it.
Imagine you lose your job and that you have a brother who
offers to pay you £200 a week until you get another job.
After four weeks you are still out of work and he asks when
you are expecting to get a job.

You reply, ‘Why should I get a job when I can get £200 a
week from you without working?' Most people can see that
it would be reasonable for the brother to reply that he will
go on paying you for one more week, and then the money
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will stop. The wider community is in exactly the same
position, and someone who is able to work but refuses to do
so because he is better off on benefit is simply taking
advantage of the generosity of other people, no more and
no less. Consequently a benefit system can legitimately be
based on reciprocal obligations, including an obligation to
perform public work in return for benefit.

Moreover, financial incentives are not the only influences
on decisions to work or not work. Individuals take into
account many factors, including self-respect, loyalty to
children, a spouse or an employer. Consequently, many
people do not take advantage of the generosity of the
system, but strive that bit harder to get clear of the income
zone in which they face a high marginal deduction rate.® In
any event, the impact on behaviour at the margin, while of
some significance, is of minor importance compared with
the gains to be made by empowering consumers across the
income range. It is fundamental to the scheme that the
poorest people should have the power to choose an alterna-
tive insurer.

The Impact of the Tax Credit

There would be an individual policy and a family policy.
The cost might be £1,300 for an individual and £2,600 for
a family. Let's assume that the cost of a standard insur-
ance package for a husband, wife and two children is
£2,600 per year. For people on benefit the government
would pay the full amount to the SHI. The tax credit for
people with earnings would taper away at 25p for every
pound of tax liability above each family’s tax threshold.
The taper could stop when the amount of credit was equal
to 50 per cent of the cost of the standard plan. No one
would receive more than a 50 per cent subsidy.

How might such a scheme affect a family of a husband
wife and two children at different income levels? For
families with no tax liability the stakeholder would receive
£2,600 from the government and there would be no out-of-
pocket payment. For a family with a tax liability of £1,000
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the stakeholder would receive £2,350 from the government
and £250 from the family. For a family with a tax liability
of £2,600 the stakeholder would receive £1,950 from the
government and £650 from the family. A family with a tax
liability of £5,200 would pay £1,300 to the stakeholder
which would receive £1,300 from the government. At this
point the tax credit would be 50 per cent of the standard
plan, the maximum subsidy.

Conclusion

The end result would be universal access to a guaranteed
standard, rather than universal access to a politically-
determined standard which bears little relationship to
either national wealth, medical need or personal demand.
There would be competition to create room for experimen-
tation and the discovery of new and better ways of meeting
human needs. The dispersal of hospital ownership to
localities would help to rebuild the social fabric. And above
all, the poorest people in the society would have been
empowered. They would be free to receive care from the
NHS as at present. If they prefer to switch to an alterna-
tive insurer, they will enjoy the same power to do so as
anyone else.

Thus, we would all pay taxes as at present. People happy
with the NHS need take no action. People who would
prefer to take personal responsibility would contract out
and receive a tax credit representing 50 per cent of the cost
of a standard health insurance scheme.

Moreover, stakeholders would give advice to help individ-
uals choose, and because insurance is being bought by a
group they would enjoy lower administrative costs and
more bargaining power. Each stakeholder would be a
mutual organisation charged with representing members,
not an arm of the Treasury, charged with parsimony.
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Time to Split the NHS

Adrian Bull

I n the introduction to the paper the author states that the
NHS falls a long way short of achieving its own objec-
tives. This is a widely held, but ill-defined view, largely
because those objectives are over generalised and poorly
defined. The NHS embodies two quite distinct functions.
The first is to be the funding vehicle by which the Govern-
ment ensures that a health service is available to which
the population has universal access, largely free at the
point of use. This, in reality, is the Department of Health'’s
function, but it has become synonymous with the NHS.
The second role of the NHS is to be the organisation which
manages and provides those same healthcare services to
the public. In this regard, the NHS is the dominant
provider of services in what is, in effect, a nationalised
industry. Despite the Thatcher experiment of divorcing the
purchasing from the provider function within the NHS, the
two functions have never been separated out into two
different organisational structures. Many of the principles
of the purchaser/provider split under those reforms have
been retained in the primary care group structures of the
current government. This continues, however, to be within
the framework of the single, national NHS.

The NHS' aims should be considered in these terms—and
the two functions have quite different sets of objectives. As
the funding mechanism to ensure that the nation has
health care free at the point of use, the NHS continues to
be broadly successful. Costs are well controlled, the na-
tion’s expenditure on health is held within reasonable
limits, and health care continues to be largely free at the
point of use; there are no financial deterrents in the system
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which hinder a person seeking access to address their
health concerns. With some exceptions at the margins, the
funding of health care is broadly comprehensive and equal
across the country. Furthermore, the NHS as a funding
mechanism has ensured a remarkably successful series of
preventive and surveillance services—specific examples
being immunisation programmes, health visiting services
and testing for neonatal disease. From this point of view,
the NHS is a moderate success. The paper does correctly
identify a flaw, however, in that there is no clear statement
or description of the range of services which should be
funded by this system. At its inception, the NHS aimed to
fund all health services—including long-term nursing care
of the elderly, and all dentistry. These two services have
now mostly fallen outside the remit of the NHS funding,
while other lifestyle-type conditions and services remain
within its remit. This issue must be debated and resolved,
and piecemeal statements about individual drugs or
operations from the National Institute for Clinical Excel-
lence (NICE) will not achieve the clarity of purpose that
the nation requires.

The objectives of the NHS as the means of delivering
healthcare services form a separate yardstick—and in this
regard the NHS is indeed a failing organisation. The paper
points out that, in general, uniform standards of care
provision have led to lower rather than higher standards.
Patients’ comments about the care they receive from the
NHS are heavily coloured by their relief that it is free at
the point of use. Despite this, there is widespread dissatis-
faction with standards of care provided. The NHS also
suffers from significant deterioration in capital stock,
poorly developed and fragmented IT support systems,
disillusioned staff with widespread vacancies in technical
and clinical disciplines, and poor and unreliable access to
the service (long waiting times for out-patient appoint-
ments at hospitals, unacceptable delays in GP appoint-
ments, long waits for treatment and regular last minute
cancellations of operations).

In the light of this analysis, | take issue with the paper’s
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statement that ‘health care should be funded by insurance,
not from taxes’, although | agree with the statement that
‘competition should be introduced [for the delivery of care]'.
Competition is a necessary but not sufficient response to
the failure of the NHS as a provider organisation. There is
no overriding strategic statement about what the NHS is
trying to achieve as a deliverer of services. There are
tactical objectives in some areas, but these are set in such
a way as to conflict with what some in the organisation see
as its core overriding priorities. For example, the current
leading political objective is to reduce waiting lists, but
this rides roughshod over the clinical priorities and needs
of those either in an acute situation, or with varying life-
threatening conditions waiting for elective surgery. Nor
will there ever be a clear set of objectives around the
delivery of excellent care and service (as there should be),
while the same organisation is also charged with deliver-
ing the maximum volume of care from a fixed (and inade-
guate) budget. At the same time, this confusion of roles
and functions prevents the NHS as a purchaser of services
from energetically driving the providers to increase their
standards of provision, because it does not have the
sanction that must be available to any purchaser to enforce
this—the sanction of withdrawing business to an extent
which would threaten the provider’s continued viability.
Because of this, the paper is right to call for hospitals
(and 1 would extend this to all service providers) to be run
independently. The concept of the NHS should be split into
two: the method and means by which taxpayers’ money is
used to fund access to health care free at the point of
delivery on the one hand, and an organisation which is
charged with delivering excellent care on the other. The
paper calls for all hospitals to be independent of govern-
ment. This is not entirely necessary: it is simply necessary
that service providers which are independent, whether or
not they are also profit-making, should be equally able to
tender for and deliver the services commissioned by the
Department of Health as the country’s payer. It is neces-
sary in such a context for a full mix of providers to be able



ADRIAN BULL 23

to compete fairly with each other in order to stimulate
continuous improvement in standards. The mix would
include government-owned, independent not-for-profit, and
independent commercial organisations.

The paper, when addressing the insurance proposition,
calls for a description of the services to which the Govern-
ment should provide access under its health scheme. There
is some contradiction in this section, in that a contract of
insurance in the United States is then described as
entitling individuals to ‘all needed health care’, explained
as being whatever a qualified doctor says is necessary.
Several healthcare systems have attempted to define, by
means of a list, those treatments which should be part of
the scheme. Such attempts include the Oregon experiment
of prioritising treatment/condition pairs (now a largely
discredited exercise), and the Netherlands’' exercise to
define the core services provided by its state system. In all
cases to date, the complexity of the task has prevented a
comprehensive solution. Other countries, such as New
Zealand, have taken a different approach of defining
mechanisms by which doctors should allocate priority to
patients within the system, allowing the low-priority cases
to have a lower speed of access to care than the higher
priority cases. In the UK too, private medical insurance
does not list the range of treatments which are available.
Rather it defines in broad terms the principles which will
govern assessments of eligibility, and amplifies these by
explaining, and in some cases explicitly defining, what
types of condition or treatment will not be eligible. This is
the approach that should be adopted by the Government in
setting up a new purchasing NHS to commission services
for the country. But the first requirement would be to
establish the broad principles which should govern the
function. For example, prevention services should be
limited to prophylactic treatment and diagnostic screening
(immunisation, neonatal screening, hypertension treat-
ment) and should not include lifestyle promotion or
education; interventions will not be provided which are a



24 STAKEHOLDER HEALTH INSURANCE

matter of lifestyle improvement rather than clinical
necessity, e.g. hysterectomies without specific indication,
post-menopausal fertility treatments, support of dysfunc-
tional personality or emotional (as opposed to psychiatric)
problems, cosmetic treatments other than restorative or
reconstructive surgery.

Within a national framework for the commissioning of
services such as this, different priorities could be allocated
to different treatments or conditions, according to set
criteria, on an individual basis. The paper also describes
the different models of providing care in an insurance-
based market such as the US, citing HMOs and open
access fee-for-service, arguing that individuals will make
their own decisions about what type of service will satisfy
their needs and expectations. This is a philosophy which
must be accepted in the UK. It should be entirely accept-
able that, if people are not content with the nature of the
service commissioned on their behalf by the state, or if, for
reasons of preference or convenience, they wish to obtain
greater priority outside the public system than has been
made available within it, or if they wish to avail them-
selves of those lifestyle treatments which do not come
within the range of state-funded care, they are able to do
so through private means. Nor should this be seen as
somehow undermining or threatening the state’s continued
role in guaranteeing access to those services which are
within its remit.

I disagree with the paper’s conclusions that a stakeholder
health insurance proposition is the answer to the short-
comings of the UK’s health system. ‘Managed competition’
is an interesting system, which is described well here, and
it is one which offers answers to some of the problems
inherent in a system such as that of the United States
which is founded entirely on the principles of insurance. It
is right to question and challenge whether the UK'’s system
of funding healthcare services is viable, and to compare
that system with others such as that of the United States.
It is right to see what lessons the systems in other coun-
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tries have that might be adapted for or incorporated into
the system in this country. A change such as the one that
is proposed would, however, be enormously complex, would
be a radical departure from the history and culture of
health care in this country, and would, moreover, be an
experiment of high political risk, with a system which has
not been tried or proven in any country other than the
United States, which has a historical level of health
expenditure and a culture of access to health care which is
entirely different from that of the United Kingdom. One
example of the differences that would have to be addressed
is the relative expertise that the populations of each
country have in using and obtaining maximum personal
advantage from such arrangements. Americans have
grown up with similar arrangements and are well versed
in the problems and pitfalls to be considered. The British
would be at a serious disadvantage, with an inadequate
knowledge and understanding of the system which would
take a considerable period of time to rectify. A second
example of the differences is the extent to which primary
care is a key part of all health transactions in the United
Kingdom, but is a requisite only of HMO-type provision in
the United States. The stakeholder scheme does not
address fully the issues of direct access to secondary care,
or the requirement to access the system through a primary
care physician. A third example of the differences between
the two countries is the extent of oversupply of doctors,
specialists and hospitals in the United States, compared
with their under-provision in the United Kingdom. In any
system of pluralist purchasers, the constraints of available
providers in the UK would severely constrain the ability of
those purchasers to achieve the degree of change and
control that has been obtained by the US insurance
companies. Indeed, the current levels of provision would
significantly reduce the benefits to be gained from any
system of greater flexibility and competition.

Other sweeping statements are made about the funda-
mental changes which would need to be introduced to
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facilitate this proposition—such as, for example, the
statement that there ‘should also be community rating’ and
that ‘no-one should face exclusions or limitations of
coverage because of pre-existing conditions’. These condi-
tions are, of course, prerequisites for any healthcare
funding system that depends principally on the insurance
proposition. But a third key requirement that must go
along with these two for the system to be sustainable is
widespread and continued uptake of insurance at all age
levels, since only by this means would adverse selection be
avoided and the risk spread sufficiently to make the
absence of exclusions sustainable. Similarly there would
have to be some compulsion or very strong incentive for
people to continue with the insurance proposition on an
annually renewed basis, again to ensure widespread
uptake, if the insurance funds were required to support
long-term or chronic care. This is because of the risk of
adverse selection if those without ongoing needs were able
to opt out of the system, while those with such needs were
able to renew their insurance without question. It is not
clear from the paper whether the option of continuing to
have health care funded from general taxation, through
primary care groups, as opposed to the option of taking out
the stakeholder insurance, would satisfy these conditions.
Indeed the unfamiliarity of the British people with the
insurance option would make a low initial uptake seem
likely, with all the attendant risks of anti-selection which
would undermine the proposition in the early years.

It is also interesting to note, while considering managed
competition as the answer to the UK'’s problems, that the
US is exploring ways of moving beyond group or individual
insurance as the answer to the problem they face of very
high levels of national expenditure on health. One option
that is being actively explored is to introduce highly tax-
incentivised Medical Savings Accounts, under which
employers, instead of providing health insurance schemes,
give their employees a sum of money (approximately
$5,000) per annum, part of which is used to fund ‘cata-
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strophic’ health insurance (effectively against charges in
excess of $3,000), part of which goes into a tax-efficient
savings account which the individuals draw on to meet
charges for smaller healthcare needs. This type of ap-
proach could well represent a significant evolution in the
way health care is funded in the United States, and has
some similarities with schemes in other countries such as,
for example, Singapore.

On this point it is interesting to note that the paper does
not address the key issue of co-payment, whereby the
individual is required to pay part of the costs associated
with any use of the healthcare service. This is an essential
part of many insurance systems, and serves to counteract
the problem of ‘moral hazard'—the incentive for those who
have paid their premiums to seek to maximise their use of
the service which is free at the point of delivery. The NHS
also suffers considerably from moral hazard, with numer-
ous anecdotes circulating widely of inappropriate demands
on various access points of the system—whether out-of-
hours calls to GPs, unnecessary attendance at A&E
departments, or spurious calls to the emergency services
for attendance to resolve minor and non-urgent problems.
In proposing a system whereby individuals could either
stay within the general taxation-funded system, through
primary care groups (PCGs), or opt out, with tax credits,
into a stakeholder insurance scheme, the author should
explore how co-payments would be introduced equitably
into both systems to avoid disadvantaging those who chose
one rather than the other.

As part of the proposals, the paper puts considerable
emphasis on the need to separate the purchasing of
healthcare services from the planning of those services.
This is a sound requirement, but is part of the need to
separate the purchasing (or commissioning) function of the
NHS from the actual provision of services. Planning is an
essential part of the delivery of the services, and this
division has been considered above.

The detailed mechanisms of the tax credit proposals,
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which the paper fully describes, are not at issue. It is
unfortunate that the paper, having broadly identified the
key issues of confused objectives and lack of diversity of
provision in the earlier sections, explores only one option
as a solution—and takes as that option a system which
would require such fundamental and radical change to the
current arrangements as to be politically and pragmati-
cally unfeasible.

There are several matters which should be considered
more carefully as ways in which the current system could
be developed and adapted, using some of the better
principles of the alternative system that the author
advocates. There is an imperative requirement to clarify
the objectives of the NHS—and in doing so to divorce the
NHS as a means of funding the healthcare needs of the
country from the NHS (and diverse alternatives) as the
means of providing healthcare services. This would also
require a clear statement describing the central remit of
the nation’s public health services—the criteria or princi-
ples that determine the range of conditions and treatments
that it offers—as well as a clear and transparent mecha-
nism to allocate acceptable priorities within that system.
Such initiatives would need to be allied to a change in the
cultural and political attitudes towards health services
which would allow (and even encourage) individuals or
their employers to obtain access to clinical services that
were not seen as part of the public sector’s remit, or to
obtain greater priority and speed of access than would be
allocated in the public system. This would allow a signifi-
cant expansion of self-payment for services outside the
public sector—whether on a pay-as-used basis, or through
medical insurance—which together already contribute
some £3 billion of healthcare expenditure. In determining
these more explicit arrangements for a mixed-economy
health sector, in which health care funded from general
taxation would continue to be at the core, the role of co-
payment for services, whether funded by the public system
or from private insurance, should be carefully re-examined,
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with the twin aims of removing the adverse incentives of
moral hazard from both systems, and ensuring that
patients in either system act more powerfully as consum-
ers of the services by linking more closely and directly the
payment for services with the use of those services.

In conclusion, the author has identified a number of key
weaknesses in the current arrangements for health care in
this country. The merits of one alternative system, cur-
rently operative in the United States and a successful
means of addressing some of the healthcare problems in
that country, are fully described. A radical change in the
UK from the existing system to the proposed alternative
would, however, be to embark on an experiment of politi-
cally unacceptable scale and risk. Instead, the lessons that
are available to us from the United States and elsewhere
should be used to identify ways in which the current UK
system might be modified, to preserve what it is achieving
and to develop what it currently does not offer. At a
fundamental level, this requires the complete
disaggregation of the payer or commissioning function of
the NHS from all provision, the introduction of a fully
diverse provider sector which provides real competition
between providers to deliver the commissioned services,
the clear description of what healthcare services the
government intends to fund for the population, the signifi-
cant expansion of the level of provider resource to enable
genuine competition between providers, instead of the
current situation of significant under-provision, and the
development of a culture which recognises the right of each
individual to obtain additional care or higher priority of
access by private means outside the state-funded system.



The Need For Competition

Nicholas Beazley

Dr Green’s analysis identifies three issues as being long-
standing problems of the NHS and which need to be
resolved:

= Underfunding
= Lack of competition
= Lack of individual choice

This paper comments on these issues and Dr Green’s
proposals to remedy them through stakeholder insurance.

Underfunding

The Prime Minister seems to agree with the first of these,
and his recent plans for the NHS concentrate on it, at least
at this stage. He, and many others, expect improvements
in the services to flow inevitably from greater funding. But
underfunding is a complex issue and impossible to answer
with our current information on the NHS. Clearly there
has been insufficient money spent to keep the capital
assets in good repair, to meet the demands placed on it by
the expectations of patients and professionals, and to
ensure enough flexibility to cope with variations in de-
mand as well as new developments. Waiting lists and
times and the shortages of beds are testaments to this. The
NHS also looks underfunded when compared with health
services in other developed countries.

But there are uncertainties. How do we know that what
is being sought or provided is sensible and appropriate?
What is the real extent of need or demand that can prop-
erly be met and improved by healthcare interventions?
What are the issues in the system which lead to inefficient
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use of both time and money? These are important ques-
tions in any arena, and particularly so in a system that is
very largely funded out of taxation.

Lack Of Competition

The fact that some of these questions cannot be answered
is in part a reflection of the second issue: the lack of
competition. Supporters of the NHS frequently assume
that the low levels of management activity, and in particu-
lar the virtual absence of any need for billing systems, are
significant advantages in themselves. They believe that
this absence of transaction costs makes the system highly
desirable and preferable to, for example, the system in the
USA. Indeed this monopolistic position and power is, so
supporters argue, at the centre of what makes the NHS
good. It is surprising that this begging of the question of
whether competition is more or less productive of an
efficient system than centralised organisation and funding,
is rarely challenged.

Those responsible for regulating monopolistic industries
make the opposite assumption, namely that a large
monopoly, far from being an efficient way of providing
services, is likely to be unable or unwilling to change and
develop in ways that benefit the customer. Incentives for
improvement are difficult to generate. Different ap-
proaches to care arise only coincidentally instead of as a
means of differentiation and maintenance of high quality
services.

Lack Of Individual Choice

The lack of individual choice inherent in the current
system is no longer sustainable. The absence of significant
choice remains a major deficit in the Government's Na-
tional Plan, despite some of the rhetoric. We have seen
service levels increase dramatically in previously poorly
performing sectors such as utilities, telecoms and postal
services. The consumer will now insist that the NHS
follows. Asymmetry of information, the fact that the
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providers are vastly better informed than the consumer
about the services and treatments available, and their
outcomes, has long been a barrier. But this was being
eroded even before the availability of information on the
internet dramatically transformed the way consumers
were able to look at what was available and its applicabil-
ity to them. There is no reversing this.

At the moment the system provides, for many, as good a
service as they might get anywhere. We should be proud of
this and ensure it is preserved. Perversely it also favours
the very affluent, who are financially insensitive to the
considerable taxes they have already provided for the
NHS—about one sixth of their total tax—and have no
difficulty providing themselves with an alternative service
entirely separately. The people disadvantaged include
those on middle incomes, who do have a desire to spend
some of their income on their health. But in our system,
where there is no compensation for not consuming in the
NHS, these people cannot afford a duplicate expenditure.

Accurate Diagnosis And A Possible Solution

Dr Green's diagnosis of the issues facing the current health
services in the UK seems accurate and he has thought
through a system that addresses many of the problems. He
has significantly advanced the debate and comprehensively
established how people can be helped to exercise choice
and receive a better type of health services whilst also
preserving the services available to those who either are
unable or unwilling to ‘top-up’ their package of care. His
suggestion as to how to set the balance between the
different sources of funding will be essential to ensure that
those least able to exercise choice are not disadvantaged.
We might wish to debate further whether a tax credit is
the best vehicle for basing the financial allocation, or
whether some other type of transfer payment would be
more efficient. But these are details that can be resolved.
More difficult is the political and professional resistance to
change on this scale. How the ideas are presented is highly
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sensitive.

Dr Green is realistic in recognising that there are
uncertainties in setting up a new financial and organisa-
tional system and that a number of years will be needed
for it to settle down. But he has described a new NHS
which preserves and improves on the values of the old.
Given the current political climate his ideas need urgently
to be included in the debate. With the promised large
amount of extra finance being available to health services
over the next few years, now is also a good time to start
exploring the viability of some of the ideas included in the
proposals for stakeholder insurance.



Opening the Door
to Consumer Choice

Tim Baker

Background

he public and private healthcare sectors in the UK are
Tinextricably linked. The relationship is symbiotic. The
private sector will only provide services where there is
strong consumer demand, which is not met by the National
Health Service (NHS). Links between the two sectors are
numerous. For example, some NHS services are privately
provided (such as nursing homes and some mental health
services) while key NHS personnel, such as consultants,
work in both sectors. The nature of this relationship is
based on 50 years of NHS practice, but does it achieve the
government’s stated ambitions for health care, and is it in
the best interest of UK plc?

Currently, healthcare insurance covers some seven
million people through private medical insurance (PMI).
There are other forms of health insurance such as cash
plans, critical illness, income protection, dental and long-
term care, but they are less relevant to this particular
essay. Those insured with PMI receive benefit for treat-
ment by a hospital consultant for short-term curable
conditions. Treatments covered range from removal of skin
lesions and varicose veins, through to cardiac artery
bypass grafts and oncology. It is in these areas that NHS
rationing, especially through waiting lists, has created
significant consumer demand for private care. In addition
to the 12 per cent of the population with insurance, some
165,000 operations were purchased on a self-pay basis in
1998.
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Future growth rates for the PMI market will be deter-
mined by two key factors. Firstly, the expectations gap—
that is the gap between what the consumer expects to
receive in terms of healthcare services and what the NHS
actually delivers. Secondly, the underlying performance of
the UK economy, most notably growth in average earnings
(for the 40 per cent of the market who pay for themselves),
and growth in company profitability (the remaining 60 per
cent of the market is company-sponsored). Over the last
couple of years the PMI market has grown and indications
are that this growth will continue and, indeed, somewhat
accelerate over the next few years.

There can be little doubt that those accessing private
healthcare are receiving faster access to a broader range of
treatments than those relying solely on the NHS. The
speed of treatment issue is well known and does not need
rehearsing here. However, the range of treatments is a
more recent phenomenon. The NHS is increasing the
rationing of certain care, notably in the area of oncology
where expensive drugs such as Taxol (used in treatment of
ovarian cancer) are not universally available. PMI consum-
ers, on the other hand, will often receive access to these
NHS-rationed treatments.

Thus, it is the case that we have a two-tier health system
in the UK. Many of those who can afford to are opting out
of elements of NHS care to ensure access to a wide range
of high quality healthcare: for the remainder there is no
choice. If the NHS cannot, or will not, provide a treatment
they require they simply have to make do with what is
available. For many this involves long waits in discomfort
or even pain and, in extreme cases, an untimely death.

Those of us involved in private insurance should be
happy with such a scenario. In the medium- to long-run
this background is highly likely to be good for business.
And yet we should all be deeply uneasy about the social
implications of an increasing divide between rich and poor
in terms of health care. And, if we look around us, there
are models of funding, particularly in Europe, which
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achieve a better balanced system in terms of social cohe-
sion than that of the NHS. A solution which delivers more
funding from the private sector does not have only to help
the better off.

Stakeholder Health Care

Against this background, does Dr Green’s paper present a
viable cost-effective model for the delivery of a greater
volume of health care without undermining social policy
objectives?

I have looked at Dr Green's paper from four perspectives:
consumer, insurer, provider and public policy.

Consumer View

Consumers in this stakeholder world have a choice: to stay
in the NHS or opt out. How are they going to make a
decision? Dr Green makes it clear that insurers competing
in this market would need to publish prices for a standard
package of care, thus easing the burden for the consumer
of comparing competing packages. However, it would also
be imperative that information about the NHS package is
available so that consumers can compare information to
make the ‘opt in’ or ‘opt out’ decision. Clearly this would
force the NHS to come clean and specify more precisely an
individual’s entitlement to treatment.

If the NHS were to adopt the same definition as Dr Green
advocates for stakeholder health insurers (SHIs) (the ‘all-
needed-care’ model) this would have two implications.
Firstly, there would be the potential for a significant
increase in NHS funding; it seems unlikely that any
government would make such a commitment. Secondly, a
key reason for consumers to move towards the insurance
sector (wider choice of treatment) is removed. Under this
scenario the private sector could compete in two potential
areas: quality of clinical care and quality of service. The
former would be very difficult to establish, while the latter
may be insufficient to encourage consumers to switch from
the safety of the NHS. If, on the other hand, the NHS were
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to remain, as now, with a lack of clarity of what it did and
did not cover, this lack of information may lead to con-
sumer inertia.

Of course, the range of treatments available is only one
way of differentiating service. Clearly, consumers who are
being asked to pay extra for the SHI model will expect
something additional for their money. It may be that a
range of factors—faster access, longer appointment times,
choice of doctor, single rooms etc.—would be sufficient.

The other factor that will come into play will be quality.
Clinical quality can be difficult for professionals to judge,
let alone an individual consumer. Consumers are also
bombarded with media stories about poor standards of care
in both NHS and private sectors. They are confused and
concerned. Dr Green's proposal for each SHI to act as
regulator may only serve in the short term to increase this
confusion. Initially, at least, a single national and unitary
system of regulation covering funding, NHS providers and
private providers may well be required to ensure sufficient
consumer confidence in the system.

As many consumers in today's private market are
corporate organisations, it is important that their needs
are recognised in any new model. They provide health
cover to their staff partly as a perk, but also to ensure
employees are fit and healthy for work. Clearly the option
of all or part funding SHIs as a perk would remain.
Companies will, however, be more interested in purchasing
health care for their staff which is focused on the needs of
both the employer and employee. Here the concept of a
partial ‘opt out’ for employees of corporate organisations
may well be an attractive option.

An Insurer’s View

The model Dr Green proposes would have profound
implications for insurers. The range of cover, marketing,
selling, risk management and drivers of profitability would
all be dramatically altered. Investment would undoubtedly
be required and there is no guarantee that successful
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companies in today’s market will be successful in the new
market. To make such investment worthwhile insurers
would need to feel that there was good opportunity for
making a market rate of return on capital and that the
overall market would be sizeably bigger than exists today.

The SHI model is based on a system of community rating.
Unlike in today’s individual PMI market, where cover for
pre-existing conditions is either excluded or loaded,
community rating would enable everyone to access cover
regardless of their health status. In addition, consumers
would be free to move between insurers, in a specific time
period each year, without being penalised. A potential
issue of anti-selection arises with the decision to opt in or
out of the NHS. Assuming that the SHI option provides
more or better care than the NHS, consumers will be more
likely to take the SHI option if they believe they will use it.
This could be guarded against, to some extent, by making
this decision a ‘one off’ that could only be reversed in
exceptional or well-defined circumstances. However, even
with such a proviso, anti-selection will still occur. From an
insurer’s perspective such anti-selection can be priced for
as it is in today’'s market. It will, however, reduce the size
of the SHI market since premiums will have to account for
it. If tax credits are linked to premiums it will also in-
crease the requirement for Treasury subsidy.

These problems of anti-selection will perhaps be most
acute during the transitional phase. Without experience,
insurers will not know the extent to which the market will
be subject to anti-selection. Thus pricing in the early years
could prove very difficult. In such a market insurers could
make big losses or big profits, neither of which are desir-
able in ensuring long-run market stability.

A further concern from insurers is the likely size of the
SHI. SHIs which are too small will not justify investment
and may suffer from significant fluctuations in risk. Clear-
ly these are key issues for insurers but will also be of
concern to customers since they will have an impact on
underlying premiums. Rather than working on a locality
basis, a more regional approach may be preferable. This
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would have the advantage of providing the scale necessary
for insurers whilst ensuring that products and services are
designed around the needs of local populations.

Providers

The SHI model would change the current provider market
from polarised to pluralistic. Public and private providers
would compete in both public and private markets. Market
mechanisms would ensure that only providers who pro-
vided high quality and efficient services would survive.

Within today’s provider market there is little evidence of
service competition. Within the NHS, patients rarely
change their GP and referrals tend to follow long estab-
lished paths. Even the advent of GP fundholding did little
to change this. Within the private sector many private
hospitals are effective local monopolies with only minimal
competition.

On top of this there are other significant structural issues
which impact the private market in particular. While
hospital consultants are eligible to mix and match between
public and private sectors, NHS GPs do not have the same
freedom. They cannot provide private GP services to
patients on their or their partners’ lists. This acts as a
significant break on the development of private GP ser-
vices and has stimulated the development of free-standing
private primary care services in metropolitan areas,
especially London. Increasingly consumers are demanding
services that are organised for their convenience rather
than the convenience of the doctor. Undoubtedly many
NHS GPs would like to develop private services and would
take advantage of any change in regulation. Without
widespread provision of private GP services insurers have
found it difficult to develop primary-care-led managed care
models of healthcare funding. There is little doubt that
such models would be more efficient than the current
private sector model of fee-for-service and indemnity
insurance. In addition, there is no evidence that such a
model would not be supported by consumers. Unlike in the
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US, where consumers see such models as restricting
choice, perhaps the greatest achievement of the NHS is
creating a strong primary care network which, if provided
well, consumers see as a benefit rather than a restriction.

In the SHI model, GPs would be free to work in both
sectors. This would undoubtedly lead to the development
of customer-focused primary care services by entrepreneur-
ial GPs. Opening hours would be extended, home visits
would be re-introduced, preventative services would be
extended, the physical environment would be improved
and greater integration of services would be delivered, to
name but a few. The degree to which such services are
different from the NHS will be a key determinant of
consumer demand for private services under the SHI
model. Unlike the hospital environment, many consumers
touch primary care on a regular basis. Thus their percep-
tion of value for money will largely be based on the service
they receive in this primary care environment.

Public Policy Issues

There are undoubtedly many benefits of the SHI model. A
consumer-driven approach to health care will radically
alter the UK health market. New services, consumer
choice, investment, new staff, more training etc. will all be
key components of the new market. Will all of this improve
health outcomes? Evidence from Europe would certainly
support the view that it will.

What would it do to the aims of the NHS—universal,
comprehensive, equal and high quality? Clearly the SHI
model preserves universality and, with the right regula-
tory environment, will sustain high quality. The other two
are less clear. It is evident that the NHS does not provide
a comprehensive service today. Long waits and rationing
of certain treatments mean that a truly comprehensive
service is only available to those that can afford it. In all
likelihood the SHI model would be no more comprehensive.
As | have already argued, a clear definition of core NHS
provision could be established. Exactly what was included



TIM BAKER 41

could be defined through public debate and financial and
clinical considerations. Thus the public sector would be
admitting that comprehensive health care was no longer
achievable but that instead it would provide a core level of
high quality services to everyone.

Clearly, in such a model, where the line is drawn will
have profound implications, not least of which is on the
demand for private care. The more the state provides the
less reason for consumers to opt out of public provision into
private care. Thus, the ambition of providing as compre-
hensive a public sector as possible, and stimulating growth
in private care, will to some extent be mutually exclusive.

An alternative model is that of compulsion. Under such
a system certain consumers are forced to opt out. This is
usually based on income as, for example, in Ireland and
the Netherlands. The advantage of this approach is that it
breaks the link between the quality and scope of public
services and the size of the private sector. Hence, it is
perfectly feasible for the quality and scope of public and
private provision to be similar. The disadvantage is that
politicians see compulsion as politically unacceptable, a
sort of poll tax with the potential for a similar consumer
reaction.

Conclusion

The future of healthcare funding is set to remain a key
issue on our national agenda. It will play a major part in
shaping the outcome of the next general election. We need
more well-informed debate, rather than the ‘public is good’
‘private is bad’ slanging match that tends to dominate the
political agenda.

Dr Green’s paper is a significant contribution to that
debate. It shows how a private sector model can work
alongside the NHS. Of course it raises issues, and some
very key issues, as | have indicated. However, the concept
is worth further consideration and detailed development.
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