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oTC
PACT
PPRS
PU
RAWP

Age. Sex, Temporary Resident-Originated Prescribing Unit
British Medical Association

British National Formulary

Defined daily dose

District Health Authority
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Family Health Services Authority

General Medical Services
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Indicative Prescribing Scheme
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National Health Service

National Health Service Management Executive
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1 INTRODUCTION

In April 1991, a radical programme of public health
care reform was introduced by the Conservatve
Government. The avowed intention of the programme
was to improve the overall quality of health care whilst
simultaneously moderating the growth in costs. Within
the general reform package, prescribing in general
practice was a particular focus of attention. The
preparatory White Paper (CM 555, 1989) noted that
prescription medicines formed the largest single
expenditure item for the Family Practtioner Services
and observed that the cost of medicines was ‘more
than the cost of the doctors who wrote the
prescriptions’ (p.57). In the five preceding vears, the
cost of drugs had risen at four per cent per annum

over the rate of inflation.

The central framework of the government’s reform
programme was the internal market, or the ‘purchaser-
provider sphit’, entailing a necessarily prominent role
for devolved budgeting. Within general practice,
mdicative drug budgets were introduced, the intention
being to ‘place downward pressure on expenditure...
without in any way preventing people getting the
medicines they need. In this way prescribing can be
improved and wasteful expenditure avoided, for the
benefit of the NHS as a whole’ (p.58). Over and above
indicative drug budgets, the government also
mtroduced the voluntary fundholding scheme for
general medical practitioners (GPs). A late additon to
the reform package, fundholding was always one of the
most controversial and most criticised aspects of
Conservative health policy. The scheme was introduced
without prior appraisal and with minimal consultation.
Being untested, no contemporary evidence was
available on the potential costs or benefits to the
health service, to patients or to the general
practtioners who were to operate the scheme. As
fundholders’ budgets covered their antcipated
prescribing expenditures, consequences for prescribing

were to be expected.

Even after seven years, our knowledge base with
respect to the effects of budgeting, especially
fundholding, on prescribing in general practice remains
limited. and is based on independent academic studies
and a few ofticial reports. This document reviews and
draws conclusions from the available evidence. The
next chapter provides the necessary background to the
ensuing discussion, by outhning the nature of the re-

structuring ot public sector health care occasioned by

the 1990 NHS Act. The following chapter reviews the
series of policy mnitiatives directed towards prescribing,
focusing especially on the fundholding scheme and the
parallel indicative prescribing budget scheme mitiated
for non-fundholders. In Chapter Four, the evidence of
independent studies of the effect of budgeting on
prescribing is reviewed and evaluated, as are the results
of the investigations conducted by the Audit
Commission. The document concludes with
conjectures as to the future of budgeting and

prescribing cost control.

A discussion of the impact of budgeting, especially
fundholding, on prescribing is particularly pertinent at
the present time. Towards the end of its term of office,
the Conservative Government mapped out a
framework for primary care development (Cm3390,
1996) which appeared to envisage an increasing
diversity of organisational forms. Prior to its recent
election victory, the Labour Party had been perceived
as being antipathetic to fundholding, although early
evidence regarding the new governments intentions
suggests that fundholding is to be retained whilst new
commissioning models are developed (NHS Executive,
1997). Although 1t is quite conceivable that
fundholding in its present form may eventually
disappear, it is by no means improbable that any
newly-emerging structures (such as locality
purchasing) will have much in common with it. An
assessment of the successes and failures of prescribing
budgets to date can therefore usefully inform the

current policy debates.



2 BACKGROUND

2.1 The 1990 NHS Act and after

In January 1988, the Prime Minister, Margaret
Thatcher, initiated a review of the NHS. A small
ministerial group, chaired by the Prime Minister,
generated policy options, shaped by the Conservative
government’s political beliefs and based on the ideas of
policy analysts working in the field. In stark contrast to
the NHS re-organisation of 1982, which had been
prefaced by the 1979 Royal Commussion, the group
worked in private and without direct consultation
with the medical profession. According to the Prime
Minister, speed was essential: If we acted quickly we
could take the initiative, put reforms in place and see
benefits flowing from them before the next election’
(Thatcher, 1993 p.608). Within a vear of its first
meeting, the ministerial group’s plans for the NHS
were published in a White Paper (CM 555, 1989). The
proposed changes were enacted the following year —
the 1990 National Health Services Act — and
implementation began in April 1991.

The objectives of reform as stated in the White Paper
(and implicit within the 1990 Act) were:

® ‘to give patients, wherever they live in the UK,
better health care and greater choice of the services
available; and

® (0 give greater satsfaction and rewards to those
working in the NHS who successfully respond to local
needs and preferences’ (CM 555, 1989 p.3-4).

The existence of wide variations in costs and activity
between hospitals and GPs in different parts of the UK
suggested to the government that the operation of the
system should be improved to ‘raise the performance
of all hospitals and GP practices to that of the best’
(p-3). The main question the ministerial group
addressed in its review was how to achieve such a
performance improvement. The notion that the simple
injection of more resources would represent the

appropriate solution was firmly rejected.

The 1990 Act introduced an ‘internal market” into
public sector health care, in which self-governing
hospital trusts (providers), and budget-holding GPs and
District Health Authorities (DHAs) (purchasers), were
the principal agents. The choice of this structure was
influenced by the work of Alain Enthoven, who had

suggested that the NHS of the 1980s was caught in a

‘gridlock’ of forces making change difficult to achieve
(Enthoven, 1985). Moreover, the then existing
structure of the NHS contained no effective incentives
that motivated its personnel to improve the quality and
efficiency of care provided. On the contrary, the
system embodied perverse incentives that reduced the
likelihood that a better service would be provided.
Decisions were being made in a hierarchical
management structure in which the same individuals
were responsible for both determining need and
organising supply. In an internal market, the
responsibility for purchasing and providing health care
is divided. Purchasers identify and articulate the health
care needs of the populations they serve, whilst
providers supply the services specified as needed. The
relationship between the purchasers and providers is
formalised through a system of contracts, which
specify the price, quality and volume of care to be
provided (Tilley, 1993). The system thus achieves
transparency. Providers are made more accountable as
purchasers are able to judge the efficiency of the
provider units with which they sign contracts. As a
result, a ‘virtuous circle’ can be created, in which
competition between providers enhances the quality
and efficiency of publicly-funded health care (Culyer,
Maynard et al., 1990).

From 1991, the DHAs became the main purchasers of
health care services from a range of public, private and
voluntary providers, including hospitals that had
opted-out of DHA control to become self-governing
trusts. The introduction of practice budgets for GPs,
under the fundholding scheme, also made it possible
for large practices to become purchasers of a defined
range of hospital and diagnostic services for the
patients on their lists. To ensure that patient services
were not disrupted excessively, the government
imposed a brief, initial period of ‘steady state’. For
example, the new purchasers within the internal
market were not permitted to make radical alterations

to the services provided in the short term.

Further admimistrative changes accompanied the 1990
NHS Act. Since 1976. the formulae of the Resource
Allocation Working Party (RAWP) had attempted to
ensure horizontal equity in funding across the country.
The RAWP methodology was now to be abandoned.
Responsibility for the management of primary care
was vested in the Family Health Services Authorities



(FHSAs). Two vears later, in October 1993, the
government announced its intention to replace the 14
Regional Health Authorities by eight regional offices
of the NHS Management Executive (NHSME). DHAs
and FHSAs were combined and replaced by a single
managerial tier, the Health Authority (HA). Under the
new structure, HAs became accountable to the
Secretary of State through the NHSME regional
offices. The new authorities retained the responsibility
for assessing the health care needs of their local
populations and for developing integrated strategies for
meeting those needs across primary and secondary

care.

2.2 GP fundholding

Fundholding — or the ‘Practice Budget Scheme” as it
was intended to be known — was a late addition to the
1990 reform package and purchasing by GPs was not
part of Alain Enthoven’s original proposals for the
iternal market. This having been said, the notion that
practices could be allocated budgets for hospital
services and prescribing was already famihar and
appears to have first been put forward by Alan
Maynard during a meeting organised by the Oftice of
Health Economics in 1984 (Marinker, 1984). Maynard
had argued that the resolution to the problem of
inefhiciency was to be found, not in the reform of
financial mechanisms, but in the changing structure of
incentives. The theory of fundholding was therefore
well developed by the end of the 1980s when it fell
on the ears of a Secretary of State who was desperately
seeking radical reform’ (Maynard, 1995, p.2).

GPs are independent contractors to the NHS, a status
which they have continued to preserve since the
creation of the NHS in 1948. For the first four
decades of the NHS, the preponderance of GP
activities (including prescribing) were not cash-lmited
nor subject to financial incentives to economise. The
ministerial review which led to the 1989 White Paper
felt that the introduction of an autonomous budget

mto general practice would:

® provide practices with the freedom to negotiate
contracts with any provider unit, thereby improving

patient choice:

® require such provider units to be competitive in
order to win contracts from GPs, thereby encouraging
ethciency in provision;

® sharpen GPs" managerial skills, owing to the
requirement of mamtaning budgetary discipline:

® require GPs to effect reasoned judgements over the
best ways of allocating resources to optimise health

care provision tor patients under their responsibility.

Owing to fears that random variations in patient
demand could create significant financial management
problems for budget-holding practices with a small list,
it was initially intended to restrict the fundholding
scheme to practices with at least 11,000 patients
(Crump, Cubbon et al., 1991). By the tme of the
implementation of the 1990 Act, however, this
minimum size for eligibility had been reduced to
9,000. Practices electing to join had to satisfy
additional entry criteria, for example, evidence of
partner commitment, good management skills,
adequate computing facilities, a commitment to collect
specified activity data and the possession of a business
plan. Antcipating that practices would incur additional
costs in the administration of the scheme, an annual
management allowance was made available to cover
the costs of employing management staft, training and
the purchase of specialist advice and equipment.
Initally set at £32,000 per fund, this allowance rose to
£35,000 from April 1993, with 50 per cent of this
amount being payable to practices in their preparatory
year (Trent Health, 1993). From April 1995, the fixed
allowance was reduced to around /27,000 and an
additional, capitation-related element was introduced
(Henry and Pickersgill, 1995).

The fundholding scheme allocated practices an annual
cash-limited budget comprising three major
components, to cover the costs of:

® the purchase of a defined group of elective hospital

services (including diagnostic tests):
® the salaries of non-medical staff;
® prescribed medicines and appliances.

Practices were allowed to vire funds between the
elements of the budget and to generate a surplus. Any
net surplus demonstrably resulting from efficiency
gains was available for discretionary use in practice
development. Fundholders who persistently failed to
manage their budgets efticiently and eftectively risked
the removal of their fundholding status. This having
been said. it was felt that the HAs would be obliged to
sanction ‘reasonable” overspends on the overall pre-set
budget, in the absence of any evidence of mis-
management of the fund. By implication. it became
possible for fundholders to ‘over-spend’ their
prescribing budget, both by viring between budget
headings and by operating with a defensible budget

deticit overall,

As with the other arcas of the reform programme, the
fundholding scheme was not tested prior to
implementation. However, the way mn which
tundholding has developed suggests that the scheme

has actually been piloted in progress (Lawson. 1993).



TABLLE | The growth of fundholding in England

1993 1994 1995 1996

Fiscal year beginning: 1991 1992

Number of practices 306 587 1,235 2,040 2,603 3,735
Number of GPs 1,715 3,159 6.103 8,760 10,410 13,423
Mean number of GPs per practice 5.6 5.4 4.9 4.3 4.0 3.6
Percentage of population served ¥ 13 25 35 41 52

Source: NHS Executive Regional Offices

Fundholding can be viewed as passing through three
main stages of development, which we shall term
caution, recruitment and extension. In keeping with the
NHS steady state’, caution was exercised during the
initial implementation of the fundholding scheme.
During fiscal 1991-92, only large and well-organised
practices were allowed to join. Thereafter. the
recruitment of more practices became a prime
objective. Over the following two years, the minimum
list-size criterion was reduced and various attempts
were made to make fundholding more attractive and
accessible to non-fundholding practices. During fiscal
1992-93, the list size for eligibility was reduced to
7,000 patients and the fundholding budget was
extended to include district nursing, health visiting,
chiropody, dietetics, community and mental health
services and provision for people with learning
disabilities (Smith, Brogan et al., 1994). It also became
possible for practices with smaller list sizes to group
together to form a fundholding consortium, as a means
of meeting the minimum list-size criterion. From April
1993, fundholders were allowed to be paid from the
practice budget for providing certain non-gencral
medical services and secondary care services to their

own patients.

Fiscal 1995-96 represents the expansion phase of the
practice budget scheme, with the introduction of two
new forms of fundholding. *Standard fundholding’
became the new label for the existing scheme, but the

fund was extended to cover the purchase of specialist

nursing services and virtually all elective surgery and
outpatient care. The ‘community fundholding’ option
was intended for small practices (with 3,000 or more
patients). In this case. the budget covered stafting,
prescription drugs, diagnostic tests and most of the
community health services of the standard scheme,
although acute hospital care was excluded. Finally,
under the ‘total purchasing’ scheme, practices (or
consortia) could opt to hold a fund covering all
hospital and community services, as well as staffing and
prescribing. To help promote these schemes, DHAs
and FHSAs were instructed to work closely together
to ‘explain the expanded options for fundholding to
local GPs and encourage and support practices to
achieve fundholding status’ (NHSME, 1994 para.17).
In April 1996, the minimum list size was reduced to
5,000 patients for standard fundholders and total
purchasers, although it remained at 3,000 for
community fundholders.

Table 1 charts the increasing impact of fundholding on
general practice up until fiscal 1996-97, as the
extension phase continued to evolve. The effect of the
decreasing list size criterion can be judged from the
declining ratio of the number of GPs to the number of
practices. According to 1996 projections, there are
currently just over 4,300 fundholding practices in
England, covering 58 per cent of the population, 56
per cent of all GPs and 48 per cent of all practices
(NHS Executive, 1996).



3 PRESCRIBING IN GENERAL PRACTICE

3.1 Prescribing policy before the 1990
Act

Until the implementation of the 1990 Act, the broad
trend in both total NHS expenditure on prescribed
medicines (measured as the net ingredient cost) and
the number of items prescribed per person had been
upwards. The relevant data are displayed in Figure 1.
Numerous factors explain these trends, for example,
population growth, demographic transition towards an
ageing population, changing medical technologies and
preferred modalities of treatment and innovation in
pharmaceutical products. Since 1958, the share of
expenditure on pharmaceuticals in the Family Health
Services budget has always exceeded that of General
Medical Services (GMS) which includes the costs of
employing GPs: between 1983 and 1993 the average
share of pharmaceuucals was 43.4 per cent compared
with GMSY 31.7 per cent (Office of Health
Economics, 1995). In the face of the regular increases
in the costs of medicines, successive UK governments
had attemprted to moderate the growth in

pharmaceutical spending prior to the 1990 re-

organisation. Broadly speaking, these attempts entailed
regulation at the national, and guidance at the local,

level.

In spite of the early aspirations towards providing free
medical care, the NHS did not survive long without
the introduction of charges. Prescription charges were
introduced in 1952 and have continued in operation
to date, except for the period 1965-1968. Since 1979,
the prescription charge has been increased, on average.,
once a year and, in real terms, it quadrupled between
1979 and 1994 (Oftice of Health Economics, 1995).
Such charges have contributed to revenue-raising and
to limiting public demand for drugs. A study of the
post-1968 period, for example, has estimated a mean
price elasticity of demand at =0.32 and the
prescription price rise from /£3.75 in 1992 to £4.25
in 1993 increased government revenue by around /17
million whilst decreasing the number of prescriptions
dispensed by 2.3 million (Hughes and McGuire, 1995).
Beyond constraining demands on the NHS, the
mncreases in charges will have encouraged the public to
buy more of the medicines they teel they need from

FIGURI: 1 UK total real net ingredient cost of NHS prescriptions dispensed by chemists and appliance contractors,

1949-1991
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their local pharmacies (Kennedy, 1996). In recent
years, the substitution of ‘over-the-counter’ (OTC)
medicines for prescribed drugs seems to have been
tormally adopted as a means of controlling NHS
expenditure. The recommendation to patients to
purchase OTCs by GPs has been sanctioned and the
rate of reclassification of drugs from ‘prescription only’
to OTC status has increased (Proprietary Association
of Great Britain, 1995). It should be noted, however,
that the overall impact of prescription pricing on
consumption has been progressively reduced over time,
as an increasing proportion of prescriptions are exempt
from charges. Currently, around 85 per cent of
prescriptions are charge-exempt, the proportion having
risen from around 50 per cent in 1970 (Office of
Health Economics, 1995).

Since 1957, the prices of branded pharmaceutical
products sold to the NHS have been subject to
negotiation between the manufacturers and the
Department of Health through the Pharmaceutical
Price Regulation Scheme (PPRS). Although the
primary aim of this scheme 1s to limit the protits made
by pharmaceutical companies from the NHS to a
‘reasonable’ return, such a constraint affects the price
that drug companies charge for their products and thus
the gross cost of prescription medicines to the NHS.
In 1993, an immediate price reduction of 2.5 per cent
was negotiated for all branded preparations, which was
followed by price freeze lasting three years (Office of
Health Economics, 1995).

Effective prescribing naturally requires information. In
1981, the Britsh National Formulary (BNF) was re-
launched, after an absence of five years (Wade, 1993).
The BNF is an annually-updated reference book for
prescribers, published jointly by the Briush Medical
Association (BMA) and the Royal Pharmaceutical
Society. The publication contains information on drugs
dosages, cautions, contra-indications, side-effects,
iteractions and costs. The data are divided into 15
chapters (each based on a particular system of the
human body or an aspect of medical care). Each
chapter is divided into sections (on the same basis as
the chapters, but at a lower level of aggregation). The
BNF is distributed free of charge to all GPs, in the
belief that it may assist in developing a rational

prescribing strategy at the practice level.

In April 1985, the government mtroduced a ‘limited
list’. whereby specitied drugs in seven therapeutic
categories became unavailable tor prescription in
general practice. In November 1992, ten new
therapeutic categories (containing about 1.500
preparations) were added to the re-named “selected
list". In cffect, the selected list mited both the number

and type of medicmes that GPs could prescribe, as well
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as forcing the prescription of (cheaper) generic rather
than proprietary drugs in certain cases (Audit
Commuission, 1994).

In August, 1988, the Prescribing Analysis and CosT
(PACT) system was launched by the Prescription
Pricing Authority (Heywood, 1991). Health authorities
are now able to send each GP a summary of his or her
prescribing patterns and costs every three months.
Since its introduction, the system has been refined and
more detailed PACT reports have been made available.
In 1992, electronic practice PACT data at a BNF
chapter and section level became available to all
FHSAs, followed two years later by electronic data at
an individual drug level.

3.2 Prescribing post-1990

As noted carlier, the fundholding schemes originating
from the 1990 NHS Act, and their subsequent
modifications, have consistently incorporated
prescribing expenditures into the fundholder’s budget.
Prior to April 1991, expenditure on prescribed
medicines in this part of the NHS was not cash-
limited or subject to practice-level budgets, resulting in
wide variations in prescribing costs and rates of
expenditure growth between practices. The
government evidently intended fundholders’ budgets
to help reduce such variations and contain the growth
in the NHS medicines bill. Indeed, the perceived logic
of budgets extended beyond fundholding in this
respect. Since April 1991, practices that have not
joined the fundholding schemes have, by default,
entered the Indicatve Prescribing Scheme (IPS). The
rationale for the scheme was clearly delineated by the
government: ‘It i1s generally recognised that some
prescribing 1s wasteful or unnecessarily expensive. The
objective of the new arrangements is to place
downward pressure on expenditure on drugs in order
to eliminate this waste and to release resources for
other parts of the Health Service” (NHS Review. 1989,
p.3).

The IPS entails non-fundholding practices being
assigned annual Indicative Prescribing Amounts (IPAs)
by their health authorities. IPAs are notional budgets
or targets for prescribing expenditure. Accordingly, and
unlike fundholding budgets. incentives to save by
under-spending, and penalues for over-spending, play a
much weaker role. unless there 1s clear evidence of

excessive prescribing (Creswell, 1993).

Initially. the government planned to use only
information, education and advice to improve
prescribing in non-fundholding practices. On this
basis. practices were to be encouraged to develop their

own formularies and to prescribe cheaper generic



medicines in place of more expensive branded
medicines wherever possible. Many FHSAs began to
appoint professionally-qualified prescribing advisers
(Sleator, 1996). Initally, most authorities recruited
medically-trained personnel, but the employment of
pharmacists in this role has increased. The main role of
prescribing advisers is to undertake practice visits,
during which they help GPs audit their PACT data
and offer advice on how the practice can improve its
prescribing. Increasingly, medical and pharmaceutical
advisers have become involved in the budget-setting
process, as they are often in a position to provide
information on any practice characteristics or
circumstances that would warrant a budget increase
(Harris, 1996).

Fairly soon, local FHSAs began to consider prescribing
schemes embodying incentives more tangible than
simple advice and exhortation. A national prescribing
incentive scheme was introduced in April 1995
(NHSME, 1995). Under the national scheme, HAs
allocated non-fundholding practices a ‘target budget’,
calculated as follows. First, a lower limit was set, an
amount beneath which it was deemed unlikely that a
practice would be able to meet its patients’ needs.
Second, an upper limit was set that equalled (or was
below) the amount at which a practice could
‘reasonably” expect to meet the clinical needs of its
patients. Under the guidelines of the scheme, the lower
limit was to be between 1 and 3 per cent below the
upper limit. Finally, the lower and upper limits
together were expressed as a target budget. Payments
under the prescribing incentive scheme in relation to
target performance are for practice use, i.¢. they do not
constitute GP income. The maximum payment is
£3,000 per GP, a figure small in relation to the
surpluses that fundholding practices could obtain from
their practice budgets. One presumes that, if the
rewards achievable under the former were comparable
to those available under the latter, practices would have
been less likely to apply for fundholding status. An
over-generous prescribing incentive scheme would
therefore have run counter to the objective of
increasing recruitment to the various fundholding

schemes at that ume.

3.3 Setting prescribing budgets

The introduction of budgets into this previously
uncontrolled area of NHS expenditure risked reducing
the amount of drugs prescribed to patients who might
otherwise benefit. In consequence. the Department of
Health was concerned to ensure that practices were
able to keep their expenditure within budger without
affecting patient care. Initally, an increase in generic

prescribing rates was promoted as a means of

controlling expenditure without reducing patient
benetits. In fact, generic preseribing in England has
increased considerably over the past decade, despite the
continued and regular launches of new branded drugs
by the pharmaceutcal industry. In 1995, 55 per cent of
all items prescribed were generics, in comparison with
41 per cent in 1991 and around 25 per cent in 1985,
when the limited list was introduced (Office of Health
Economics, 1997). However, given that many of the
most recent and efticacious drug products remain
protected by patent, it is debatable whether a
comparable growth in generic prescribing would be
either possible or desirable in the future (Griftin,
1994).

In 1993, the National Audit Office reported that the
costs and effectiveness of prescribing could be
improved by better review and management of repeat
prescribing (Comptroller and Auditor General, 1993)
which accounts for over 80 per cent of all prescribing
costs (Harris and Dajda, 1996). The following year, the
Audit Commission synthesised the strategies that
practices might employ in order to control their
expenditure without directly affecting patient care
(Audit Commission, 1994). The Audit Commission
estimated that, were all GPs to follow their
recommendations, NHS expenditure on drugs could
be reduced by over 10 per cent of the annual total.
Although these potential savings are considerable, the
scope for economies in these respects is clearly finite.
Thereafter, long-term cost control will be influenced
more by the extent to which GPs are constrained by
their prescribing budgets which, in turn, depends upon

how such budgets are set.

In the carliest years of the schemes, both fundholding
and indicative prescribing budgets were set on an
historic cost basis, supplemented by an uplift factor
determined by the Department of Health. However,
this approach was criticised for being inequitable and
for giving mefhicient practices larger budget
allocations. From fiscal 1993/94 onwards, FHSAs were
advised to use a weighted capitation formula to
supplement historic costs as the basis for budget-
setting. Initially a simple Prescribing Unit (PU) was
defined, which weighted patients aged 65 years and
above three times more heavily than those under that
age. More recently, the formula has become more
sophisticated, in the form of the Age, Sex and
Temporary Resident Originated Preseribing Unit
(ASTRO-PU) (Roberts and Harris, 1993). Whilst
accepting that practice list size is a central criterion for
forecasting necessary expenditures, the ASTRO-PU
methodology modities list size by attaching differenuial
weights to each of the patient groups mentioned in its

title and thereby accounts for necessary variations in
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prescribing expenditure occasioned by practice
demography. For example, females aged over 75 years
receive 12 umes the weighting of males aged below 35
years. The number of ASTRO-PUs in a practice thus
exceeds the list size in proportion to the number of
highly-weighted patients on the list. The architects of
the measure acknowledge that ‘many factors other
than the age and sex structure of a practice population
mfluence prescribing’ and that the ‘weightings account
for only about 25% of the variations in costs between
practices’ (p.488). Certain of these additional factors
have already been identified, for example, out-of-hours
service and exemption from prescription charges
(Whynes, Baines et al., 1996). In consequence, the
current budget-setting process takes the number of
ASTRO-PUs in the practice as a starting point but
further requires bilateral negotiation between practice
and HA. to ensure that prescribing budgets take
account of relevant factors additional to those included
in the ASTRO-PU, for example: prescribing quality,
patients resident in nursing homes and local morbidity.

Given that wide variations in prescribing costs existed
prior to fiscal 1993/94, the move to equitable budget-
setting has been attempted incrementally over time.
From 1993/94, FHSAs were told to adjust budget
uplifts in a manner that reduced costs around average
expenditure per ASTRO-PU for the authority. From
fiscal 1995/96, HAs have been guided to divide all
practices into three equal groups: (1) practices with
above-average expenditure per ASTRO-PU, (i1)
practices with expenditure per ASTRO-PU near the
HA average: (i1) practices with below-average
expenditure per ASTRO-PU (NHS Executive, 1995).
The first group should then be allocated a below-
average budget increase, the second group an average
increase and the third group an above-average increase.
Over time, this mechanism is designed to reduce the
variation in costs around the expenditure per ASTRO-
PU benchmark, as well as containing the growth in
the NHS drugs bill.

According to the guidelines for 1996/97, the budget-
setting process attempts:

® ‘to allocate to cach practice a fair prescribing
budgert, taking account of the needs of its population;
® 1o ensure fairness for all patients, whether their GP
practice is fundholding or non-fundholding;

® to work with practices to promote high quality.
chinically appropriate prescribing; and

® o continue to work closely with those practices
where there is judged to be most scope to improve the
quality and efficiency of prescribing’ (NHS Executive,
1996 p.1).
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In other words, HAs have been instructed to set
equitable prescribing budgets (regardless of
fundholding status) on the basis of the cost per
ASTRO-PU benchmark, whilst working with

practices to promote rational prescribing.

Equally. this guidance could be interpreted as
acknowledging that:

® budgets can promote the equitable distribution of
NHS funds and control the growth in expenditure on
drugs, without promoting rational prescribing;

® rational prescribing alone cannot ensure the
equitable distribution of NHS funds or contain the
growth in expenditure on drugs.

It is important to appreciate that fundholding and
indicative prescribing may not automatically lead to
more rational prescribing. Indeed. the schemes may
only promote rational prescribing if they encourage
practices to: (1) prescribe more appropriately (including
more safely), or (11) prescribe more cost-effective
drugs. If the scheme’ primary aim is seen to be
expenditure control, practices may have to choose
cheaper, less cost-effective drugs or treat fewer patients
in order to keep within budget (Griftin, 1994). In
other words, the fundholding and indicative
prescribing schemes could, in principle, reduce the
etticiency with which public money is spent or lead to
the rationing of prescribing drugs.



4 FUNDHOLDING AND PRESCRIBING

4.1 Evidence

In view of the detailed research and experimentation
which typically pre-figures the adoption of any single
new medical technology, it is somewhat ironic that the
major re-structuring of the entire NHS in 1990 was
based on practically no scientific evidence (Whynes,
1996). Since the introduction of the fundholding
scheme, however, a number of studies examining
prescribing patterns and costs in fundholding practices
have been undertaken, the majority by imdependent
academic researchers. As might be expected in an
unco-ordinated research programme, these studies vary
in size and quality and examine different regions and
time periods. These lmitations notwithstanding, such
evidence 1s fundamental to our understanding of the
scheme’s effects on practice prescribing behaviour and
will be considered after a review of the official

evaluation programme.

The 1989 White Paper (CM555, 1989) charged the
Audit Commission with the responsibility for
monitoring the progress of the NHS re-organisation
and it has completed several major studies of both
fundholding and prescribing. The 1994 prescribing
report was based on a detailed study of 10 FHSAs and
interviews with doctors and staff at 54 practices (Audit
Commission, 1994). The findings were confirmed and
developed during pilot audits at nine further FHSAs.
The report concluded that more ‘rational prescribing’
by GPs could lead both to better quality care for
patients and to major economies in drug expenditure.
The Audit Commission calculated that £425 million

could be saved if all practices:

® limited their over-prescribing of certain drugs, such
as anti-inflammatory and ulcer-healing drugs
(£275m);

® rcduced their prescription of drugs of limited

chnical value, such as peripheral vasodilators (£45m):

@ substituted cheaper but comparable drugs, for

example, cimetndine tor ramuadme (£25m):

® made greater use of generic alternatives to

proprictary brands (£50m):

® moderated the use of expensive preparations

(£30m).

The Audit Commission found that 85 per cent of
non-fundholding practices in the studied FHSAs had
overspent their IPAs during 1991/92 and the total
amount overspent in England during 1992/93
equalled 7.5 per cent of the budget. Most practices
studied felt that they had been offered little
explanation of how individual IPAs had been
calculated, leading to misunderstanding and
resentment. The majority of the GPs interviewed felt
that they had not been adequately consulted before
their IPAs were set. The Audit Commission observed

that “it has not always been clear whether [PAs are to

be regarded as projections of prescribing out-turn,
realistic targets, a challenge, or expenditure ceilings
dictated by the aggregate level of prescribing
expenditure which the nation can aftord” (p.63). It was
further recommended that ‘teeth’ be added to the
scheme, along the lines of the German system of
financial penalties for over-spending (although this did

not subsequently materialise in practice).

The Audit Commission felt that the financial and
other benefits to practices provided by fundholding
and prescribing incentive schemes could potentially
exert a more powerful influence. Although their
effectiveness in restraining the national drugs bill
without adversely affecting quality of care had yet to
be established conclusively, the first results were
deemed encouraging. The prescribing expenditure of
first and second wave fundholders in studied FHSAs
averaged 9.4 per cent less per prescribing unit (PU)
during 1992/93 than that of other practices. The
average increase in expenditure per PU between
1991792 and 1992/93 was 12 per cent for non-
fundholding practices, 10 per cent for first-wave
fundholders but only 7.7 per cent for the second wave.
Fundholders were also more successtul than others in
keeping prescribing costs within budget and, in
aggregate, under-spent their allowances during
1992/93. They achieved this by prescribing more
generics and fewer drugs of limited clinical value. On
the other hand, fundholders also appeared to have
been more willing than other pracuices to prescribe
expensive drugs where these were better for patient
care, for example, inhaled steroids for asthma.

The Audit Commission felt that the longer-term
spread of fundholding, while not a universal panacea,
would undoubtedly increase incentives for more

cconomic prescribing. The process of preparing for
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fundholding provided the impetus for fresh thought
about prescribing policy, for example, increased
awareness of costs and an examination of how
resources are allocated between drugs and alternative
forms of treatment. Parenthetically on this point, it has
been suggested that, although fundholders have an
incentive to reduce prescribing rates, this may be
counteracted by the incentive to substitute
prescriptions for more expensive hospital referrals
(Lerner, 1994). Although a UK study of this possibility
has yet to be conducted, research in the USA does
support the view that the increased prescription of
medicines can have an overall cost-reducing effect. An
analysis of a national resource use data set produced
the conclusion that a $1 increase in pharmaceutical
expenditure was associated with a $1.54 increase in
ambulatory care costs but a $3.65 reduction in direct

hospital expenditures (Lichtenberg, 1996).

The Audit Commission’s 1996 study of fundholding
(Audit Commission, 1996) was based on two national
surveys of fundholding practices, 56 practice visits and
consultation with 15 FHSAs. The Audit Commission
found that fundholders tended to come from suburbs
and shires rather than the inner cities. As a result, their
patients were less likely to be socially-deprived.
Fundholding pracuces stood out from equally large
non-fundholding practices in having more of the
features normally associated with high standards and
better quality of care. For example: they tended, on
average, to achieve higher targets for childhood
immunisation and vaccinations, and they were more
likely to be accredited to offer minor surgery and to
be training practices. As training practices, they were
likely to be innovative by virtue of having to achieve
standards set by the Joint Committee on Postgraduate

Training.

Two-thirds of the fundholding practices surveyed had
reviewed their prescribing variations between partners
and developed a practice formulary, although two in
every five had formularies in place before becoming
fundholders. A similar proportion had agreed
guidelines with hospitals about discharge arrangements
and their preseribing implications. On average,
fundholders spent less on prescribing than did non-
tundholders during 1993794, but because of the
greater variability between practices, these differences
were statistically significant for first-wave fundholders
only. The majority of fundholders conformed to the
Audit Commission’s model of rational prescribing. The
principal efficiency gains emerged in the first year of

fundholding: the third-wave tundholders spent at the

same level as non-tundholders during their preparatory

vear, but their expenditure grew less in their first year

of tull membership. Information for 1994/95
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confirmed this pattern: the fourth-wave fundholders
saved 2.7 per cent on their prescribing budgets while
first-wave fundholders, on average, broke even.

In its 1996 report, the Audit Commission was
somewhat more cautious in its overall assessment of
fundholding than it had been two years earlier. It
concluded that the majority of fundholders did not
appear to be especially good at management or in
achieving a large level of benefits for patients. Most
fundholders were not really asking a great deal of the
scheme although this was not entirely their own fault:
the NHS Executive had not specified a detailed set of
objectives for the fundholding scheme, and FHSAs had
a poor record on feedback to fundholders. In
consequence, fundholding practices lacked both a clear

goal and knowledge about what others had achieved.

With a view to assessing the academic research
literature on fundholding and prescribing, we followed
the established procedure for the conduct of systematic
reviews (Chalmers and Altman, 1995) by interrogating
the principal bibliographic databases (including BIDS
and MEDLINE) and following up references cited in
the known literature. This search was supplemented by
personal contact with investigators in the field and
vielded the studies presented in Table 2. The studies are
presented chronologically and details of setting, results
and main conclusions are provided for cach case. In
the table. fundholding and non-fundholding practices
are denoted ‘FHs™ and *NFHSs’ respectively. Entry into
fundholding has proceeded in a series of annual
‘waves'. the first beginning in April 1991. Those
entering m April 1996, for example, were in the sixth
wave. In keeping with the conventions of systematic
reviews, it is appropriate to note two caveats regarding
the publications listed. First, we have included only
those studies presenting the results of primary research.
1.e. we have omitted commentaries and editorials.
Second, any review reliant upon bibliographic search is
vulnerable to publication bias of, essentially, unknown

proportions.

On examining Table 2, 1t will be seen that the earliest
research mevitably examined a relatively brief time
period at the very beginning of the fundholding
experiment. Sample sizes were typically small and a
questionnaire/interview, qualitative methodology
prevailed. Whilst interesting in their own righe, the
findings of such studies are possibly the least reliable as
a guide to the broader trends, as they generally derive
trom a small, pre-selected number of pracuces and
tend to focus on GPS" aspirations and intentions as

opposed to their observed behaviour,

With the passage of tme. the availability of statistical

data over several years both prior to and beyond 1991



TABLE 2 Summary of research findings

Reference

Setting and subjects

Results Conclusions

Smedley, Worral et al., 1989

5 practices in Derbyshire,
2 of which were dispensing,.

Data from fiscal 1988/89 showed Variations in practice costs should be
that prescribing costs per patient
ranged from £25.1 to £40.4 in

the pracuces sampled.

taken into account when future
budgets are allocated.

Day and Klein, 1991

Questionnaire study of 12 of
the 14 RHAs, covering 251
Ist wave FHs.

Ist wave of FHs was self-selected,
having been screened by RHAs.
For equity reasons, NHS should move

Average prescribing budget
allocation per patient by region
ranged between /34 and £50.
Extreme range across regions was
AL12 0 £67 per patient.

towards a system of capitation budgets
adjusted for need.

Burr, Walker et al., 1992

Comparison of 3 months
before fundholding with the
3 months after; 4 Ist wave
FHs matched with 4 eligible
NFHs in Mid-Glamorgan.

Differences in drug expenditures
cannot be explained by changes in the
numbers of items preseribed alone.
Results suggest that FHs adopred
more ratonal prescribing patterns,
exhibited a willingness to review

FHs and NFHs costs per pauent
rose by 2.4% and 7.5%, respectively.
FHs displayed a marked increase in
generic prescribing of allopurinol
and salbutamol inhalers compared
with NFHs. FHs made projected
budget saving. prescribing patterns and to prescribe
more drugs generically. Observed
changes in prescribing unlikely to be
detrimental to patient care.

Glennerster. Matsagamis
et al., 1992

10 1st wave FHs in 3 regions,
2 metropolitan and | rural,
during their fundholding
preparatory year.

Prescribing budgets per patient Preseribing budgets set on the basis of
ranged from £11.4 w0
around an average of £38.6,

with a standard deviaton of £8.6.

historic costs are likely to reward

hgh-spending pracuices and penalise
low-spending pracuces, whether
ethicient or not.

Glynn, Murphy et al., 1992

Interview and postal survey of
16 pracuces (either 1st wave
FHs or 2nd wave applicants)
in Kent.

With accumulation of more and better
data. the budgets offered to FHS are
likely to be closer to existing patterns

Budget allocations for the Ist wave
were relatvely generous. Pracuces
secking fundholding status
anticipated changes in prescribing of practice.
behaviour. However, exisung fund-

holders reported no such changes.

Bradlow and Coulter, 1993

3 dispensing FHs, 5 non-
dispensing FHs and 7 non-
dispensing NFHs in Oxford
region over 2 six-month periods
m 1991 and 1992.

Fundholding helped curb rise in
prescribing costs, even amongst

Prescribing costs increased in all
practices during 6 months after
the reforms by 10.2% in dispensing
FHs, 13.2% in non-dispensing FHs
and 18.7% i NFHs. Items prescribed  NFHs did not seem to have the
increased by 5.2%. 7.5% and 6.1%

respectively. Dispensing FHs increased

dispensing practices, for whom
incentves are different. IPAs for

same effect.

generic prescribing rate from 26.9%
to 34.5%, non-dispensing FHs from
44.5% to 48.7%, whereas NFHs
showed no change. 5 FHs made
savings on their drugs budgets
(ranging from 2.9% to 10.7%),
whilst 3 FHs overspent by up to
3.6%. All NFHs overspent (ranging

from 3.2% to 20.0%).

Howie, Heaney et al., 1993

Maxwell, Heaney et al., 1993

6 practices in Grampian and

3 practices in Tayside
(organised into 6 funds) which
agreed to act as pilot
tundholders during 1990/91.

6 FH groups (9 practices) 1n
Grampran and Tayade and 6
NFHs i Grampian during
period November 1990 to
October 1992,

Proportion of consultatons at which  Varianon in budget allocations per
a prescription was given was 60.9%  patient results trom budgets largely

m March 1990, 56.7% in September  being set on a historical basis. Lack of
1990, 58.7% mn Seprember 1991 and  sophistication i budget-setung needs
59.6% m March 1992, The average  to addressed, especially as equity issues
preseribig budget per patent was— will become more relevant as

L50.with a range of £44 1o £58.  fundholding reaches a larger proportion

of practices

Both FHs and NFHs reduced the

volume of their prescribinyg for the

The use of ‘detmed daly doses” (DDD)
helped identity costs and volume trends
classes of drugs analvsed. The unit m specitic areas of prescribing in FH
costs i somwe classes rose and NFH practices. The basis on which
substantially, contributng to lngher  budgets are set needs unproving and
costs per patient. Unit costs rose the DD methodology may prove
more m NFH pracoces (24%) than useful for setting volume targets in

many drug classes tor both FHs and

NFHs.

m FHs (11" i Tayade, 16%n

Grampun).
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Reference

Setting and subjects

Results

Conclusions

Comprroller and Auditor
General, 1994

Postal survey of 220 1st and

2nd wave FHs m England and
visits to various NHS authorities
and relevant bodies.

During first 2 years of scheme,
growth n drug expenditure
consistently lower amongst FHs.
Proportionate increase in spending
on previous year was 12% for FHs
in 1991792 and 8% in 1992/93
and 1993/94. For NFHs the figures
were 15%, 13% and 11%,
respectively. National figures
indicate that generic prescribing
rates higher amongst FHs. In
1992/93, natonal average for FHs
was 52% compared to 46% for NFHs.

The budget-setting arrangement
during the first 2 years of scheme
was intended to mimmise disruption
to existing drug prescribing. As
budget-setting moves towards greater
use of benchmarks, 1t should become
caster to demonstrate the fairness of

the scheme.

Corney, 1994

Questionnaire study of all 15
Ist wave FHs i South East
Thames region undertaken
towards end of first fundholding

year.

2 practices had set up a formulary
since becoming FHs. 3 practices
increased their rate of generic
preseribing. 2 pracuces increased
their use of treatment protocols.
Some practices felt budgets penalised
them for previously being low-cost

prescribers.

The way in which budgets are set may
account tor the lack of radical change
in practices sampled. Many of the
changes 1dentfied could have taken
place in non-fundholding pracuces

Glennerster. Matsaganis
ctal., 1994

Interviews with 10 Ist wave
FHs. 1 2nd wave FH and 16
3rd wave FHs in 3 regions

during first 3 years of scheme,

FHs had mcreased generic
prescribing rates, momtored repeats,
audited PACT and mstituted
practice formularies. Practices were
experiencing problems with
expensive hospital preseribing.

Most FHs over-spent on their drugs
budget. the shortfall often bemng met
by under-spends on the hospital
budget.

Healey and Reid, 1994

6 1st wave FHs, 18 2nd wave
FHs and 64 NFHs over 2
periods: October 1990 to
September 1991 (baselne
period) and November 1989 to
September 1990 (pre-baseline
period).

No significant differences in average
prescribing costs per patient between
cach fundholding wave and non-
fundholders m either pre-baseline

or bascline pertod, or in mean
differences in average costs per
patient for cither period for the

2 FH waves and NFHs,

Results do not support the hypothesis
that prospective FHs inflate their
prescribing costs prior to the receipt
of their budgets. This conclusion
should not be used to vindicate
historic cost budget-setung,.

Healey, Yule et al., 1994

Regression analysis of 88
practices in Grampian region.

97% of variation n prescribing costs
explaned by hst size, deprivation,
patient age and quahificanion for
inducement payments.

Stanstical models can be used to
produce resource allocation formulae
promoting horizontal equity.

Paris, Williams et al., 1994

6 FHs, 42 NFH participants in
a local prescribing incentve
scheme and 11 other NFHs, in
Coventry during 1993,

The mean prescribing budgets per
prescribig unit were £49.2 for
FHs, £45.8 for participants and
£45.3 for NFHs. The average
overspend was -2.7%, 2.0% and
9.1% respecuvely. 4 FHs, 18
participants and no other NFHs
under-spent their budgets.

FHs and participants curbed spending
on prescribing sigmficantly more than
did non-partcipant NFHs. Local
prescribing mcenuve schemes can be

effective in containing costs.

Dowell, Snadden et al., 1995

Single urban pracuce n
Scatland, on becoming FH in

3rd wave.

Genernie prescribing mcereased from
37% to 38%.Volume of treatment
20,

dispensed fell by 10.7%. Average

costs per treatment day fell by 9.4%,

Pracuce achieved a large reductuon in
prescribing costs rapidly. These were
tolerated by patients; none left the

pracuce for this reason,

Stewart-Brown. Surender

etal.. 1995

3 dispensing FHs, 5 non-
dispensing FHs and 5 NFHs

m Oxtord region.

Preseribing costs rose by a third or
more 1 all types of practices
between 1990791 and 1993794,
FHs had greater increase in generic

prescribing rates,

Early reports of the effecuveness of
tundholding m curbing prescribing
costs have not been contirmed 1 this

longer term study.

Whynes, Bames et al., 1995

19 FHs, 11 Lirge NFHs, 21
single- handed NFHs, 54
non-single-handed NFHs

Lincolnshire.

Between 1990-91 and 1993-94,

FHs emerge as lower-cost prescribers.
Cost economies accomphshed by
preseribing fewer items overall and

more items generically.

FHs have been more successtul than
NFHs i mectng preseribing budgert

targets.
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Reference

Setting and subjects

Results

Conclusions

Wilson, Buchan ct al., 1995

20 Ist wave FHs, 31 2nd wave
FHs, 49 3rd wave FHs and 312
NFHs in Mersey region.

Cost and volume rose for all groups
over time, but rate of increase

of prescribing costs significantly
lower for FHs, FHs and NFHs

have different characteristics,

Fundholding has altered pracuce
prescribing patterns e.g. increased
generic prescribing. Financial
incentives are effective in changing
prescribing habits quickly.

Wilson and Walley, 1995

20 st wave FHs, 31 2nd wave
FHs, 49 3rd wave FHs and 312
NFHs in Mersey region.

On becoming fundholding, growth
in FHs' prescribing costs falls but
then returns to a growth rate similar
to that of NFHs, during 1991/92 w0
1993/94.

The success of FHs in contaming
prescribing costs 1s not sustained over
tume. Future waves are less likely to be
able to replicate this success.

Baines and Whynes, 1996

Regression analysis of data for
108 pracuces in Lincolnshire,
1993,

FHs 1n first 3 waves were more
likely than NFHs to meet quality
criteria, such as prescribing cost
control and screening uptake.
Charactenisties of 4th wave FHs
differ sigmiticantly from those of

previous waves in many respects.

Early-wave FHs' control over
prescribing costs was more likely to
be an inherited characterisug, rather
than one acquired by fundholding,
1.e.a‘selection bias’ in early-wave

recruiument existed.

Bateman, Campbell et al., 1996

459 NFHs in Northern region,
1993-94.

Following the imposition of a local
incentive scheme, 23% of practices
achieved their target levels of savings
from prescribing budgets. Increased
generic prescribing was the most

commonly-used strategy.

The prescribing behaviour of NFHs
responds to financial mcentives in a
similar way to that of FHs. There was
no evidence of a reduction in

prescribing quality.

Eccles, Soutter et al., 1996

Questionnaire to NFHs in
Northern region.

Generic presenibing and limits on
volume prescribed were the most
common methods of cost control.
Frequency of use of prescribing
guidelines varied with medical
condition. Discussion with colleagues
was main influence on changing

prescribing decisions.

The GP's prescribing decision 1s
influenced by a complex network of
factors, with no single factor
pre-eminent.

Harris and Scrivener, 1996

Quuarterly Prescription Pricing
Authority data for all English
practices, 1990-1996.

Absolute prescribing costs rose by
66% for NFHs and 56-59% for

FHs over the period. Maximum

FH savings occurred in first year
after entry and declined thereafter
Beyond the third year, FHs' cost
growth was similar to NFHs". The
number of items dispensed remaned
stable over 6 years for all groups

FHs' real budgets were associated with
a cost reduction of 6% compared with
NFHs. The saving was retained over
the period of study but is small
compared with the absolute cost
increases experienced by all practices.
Savings were brought about by
lowering the average cost per item.

Wilson, Hatcher et al., 1996

Regression analysis of PACT
data, Mersey region, 1990-91
to 1993-94,

Varnation n prescribing behaviour
among practices was better explained
by deprivation and structural
paramcters pertaining to the practice

than by fundholding status,

Fundholding appeared largely
responsible for differences in the rise
in total prescribing costs between
FHs and NFHs.

Avery and Heron, 1997

Postal questionnaire on
attrudes towards prescribing,
issued to GPs and prescribing
advisors i 33 randomly-
selected FHSAs,

Baines, Tolley et al., 1997

Analysis of 1993-94 PACT data

for Lincolnshire pracrices.

On average. advisors tend to be
more favourably disposed towards
the Audit Commission’s cost control
measures than do GPs, although m
many cases this result arsses from a
mmority of GPs adopting extreme

VICWS.

42 per cent of the ditference in
preseribing costs between FHs and
NFHs resulted from the formers
greater use of the cost reduction
strategies recommended by the

Audit Commssion.

There s hetle evidence that FHs'
general views on prescribing costs
and prescribing management differ
trom those of NFHs.

T'he incentives offered by the
fundholding scheme appear to have
encouraged FHs to ranonalise ther

prescribing.
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Reference

Setting and subjects

Results

Conclusions

Baines and Whynes, 1997

Regression analysis of
prescribing and ACTAP data
for Lincolnshire practices,
1993-94.

The prescripuion of medicines

otherwise available over-the-counter

1s less likely when the practice 1s
fundholding, but more likely when
the practuice has dispensing status
and patients are exempt from
prescription charges.

The incenuive structure created by
hard budgets appears to encourage
FHs to moderate their prescription

of over-the-counter medicines.

Patient cost considerations appear to
be a relevant factor in GPs’ prescribing
decisions.

Hancock and Porteous, 1997

Statistical analysis of 1995
prescribing data for 1,051
Scottish pracuices.

NFHs" mean prescribing costs per
patient were nearly 8% higher

than those of FHs, although only
11% of the difference could be
attributable to unreahsed savings on

Zenerics.

Remaming cost ditference probably
owing to differences in willhingness to
prescribe, in the supply of related
services and in differences in

population needs.

Rafterty, Wilson-Davis
et al., 1997

Analysis of prescribing activity
of 66 FHs and 268 NFHs in
Northern Ireland, 1989-1996.

After joining the scheme, the rate
of increase of FHy prescribing
costs was significantly lower than
that of NFHs. whilst the rate of
ncrease i generic prescribing was

signmificantly higher,

Early-wave fundholders diftered in
important respects from those joming
later, e.g. size, lower deprivaton. FHs'
mcentves to make further savings

appeared to diminish after two years.

Rutedge 1997

Analysis of 70 Lothian NFHs
who elected to participate n a
prescribing mcentive scheme in
1995,

Practices received payments for
achieving one or more 6f three
targets: increased generic prescribing
(97% so attaned), completion of a
prescribing quality project (64%)
and prescribing within the budget
(42%). A prescribing budget saving
of £350.000 was obtained for an
outlay of £196,000 in target
payments,

Savings were largely due to increased
generic prescribing. The scheme’s
success was attributed to financial
stimuli and the education effects of
the prescribing advisors, who assisted
GPs in developing practice-specific

prescribing strategies.

Whynes, Bames et al., 1997a

Tune-series analysis for 19
waves 1-3 FHs, 23 wave 4 FHs

and 63 non-FHs in Lincolnshire.

In their first year of fundholding,
4th wave FHs adopted the
strategies previously employed by
existing FHs, 1.¢. reducing the
number of items prescribed and
increasing generic prescribing. No
evidence that prospective
tundholders inflate costs prior

to entry.

Practices adjust rapidly to the incennves
embodied 1n the fundholding scheme
although prescribing cost economies
may be short-term.

Whynes, Bames et al., 1997b

1993-94 prescribing cost data

for Lincolnshire.

In comparison with NFHs, FHs
have lower prescribing costs per
patient, lower prescription volume,
simular unit costs, better prescribing
management and higher rates of

generic prescribing.

Changed prescribing behaviour of
FHs is explained by a move from ‘soft’
to ‘hard’ budget constrants,

Whynes, Heron et al, 1997

i{cgrcS\inn analysis of
prescribing cost data for 841
Trent practices, 1991-92 o
1995-96.

Growth in prescribing costs 15
negatively associated with growth
n generic prescribing, limitations
on number of 1tems prescribed and

entry into fundholding.

Fundholding cost cconomies do not
appear to persist beyond the year of
entry: no evidence of strategic

cost-raising behaviour prior to entry.
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facilitated the conduct of large-sample quantitative
analyses. Inevitably, much of the research was locality-
based, reflecting the location and interests of the
particular investigators involved. Table 2 contains, for
example, four studies of the Grampian region and
three for Merseyside, as well as our own work on
Lincolnshire. Without complementary evidence from
other parts of the country, it is, of course, impossible to
determine how representative such locality-based
findings might be, although the fact that similar
conclusions tend to be reached inspires confidence in
this respect. More recently, large-scale, aggregate
studies have begun to appear which employ, for
example, regional data over up to five years post-1991.
Such studies delineate the aggregate time trends much
more clearly than does the earlier research.

It should be noted that the Table 2 studies almost
invariably focus on cost increases or cost inflation as
opposed to changes in budget out-turn. By
considering the impact of prescribing changes on
average costs, none of the studies has addressed
distributional issues directly, 1.e. the impact of changing
prescribing costs for particular groups of patients.
Similarly, none of the studies has addressed outcome
issues, although this is perhaps to be expected in view
of the fact that the impact of the reforms on patient
morbidity and health status is unlikely to be detectable
in anything other than the longer term.

Of the 33 papers listed in Table 2, 28 reported the
findings of observational studies of fundholding and
prescribing behaviour. The remaining five were
concerned primarily with GPs’ attitudes and opinions,
or the behaviour of non-fundholders or pre-
fundholders. In all but three of these 28 cases,
fundholders were found to have experienced a lower
growth in prescribing costs than that of non-
fundholders. In the remaining three cases, no
significant difference was detectable at the time. With
respect to the means by which cost economies had
been effected, 15 papers specifically identified
increased generic prescribing. Ten identified a
reduction in prescribing volume, although two
reported no observable change in this respect. Five
studies concluded that cost economies had been
effected by fundholders’ general adherence to the
Audit Commission’s model of rational prescribing
(which includes increased generic prescribing). None
of the papers reported relative preseribing cost increases
as a result of fundholders” employing any of the

recommended methods.

Five of the Table 2 papers examined prescribing
amongst non-fundholders and three of these focused
specifically on non-fundholding prescribing incentive

schemes. In all these cases, non-fundholders were

found to respond to incentives in the predictable
fashion, i.c. similarly to fundholders. Four studies
specifically addressed the issue of whether practices
would iflate their prescribing costs prior to entry,
with a view to securing a more generous budget.
None found evidence for this possibility. In six papers,
dispensing practices were a particular focus of concern
and were invariably found to be higher-cost
prescribers. However, all of these papers also concluded
that prescribing cost growth in dispensing practices fell
after the attainment of fundholding status.

Six papers addressed the issue of ‘selection bias” and all
concluded that fundholders in the earlier waves were
qualitatively different from those joining the schemes
in the later waves. Again, six papers specifically
addressed the question as to whether the prescribing
cost growth trends of fundholders and non-
fundholders would continue to diverge over time and
all concluded that marginal gains were unlikely to
accrue beyond the short term. Fifteen papers,
including many of the earlier ones, noted that
prescribing cost performance was strongly influenced
by the quality of the budget-setting process.
Capitation-based budgets were invariably preferred to
those based on historic costs, although much depended

upon how ‘hard’ the budget was perceived to be.

In spite of the diversity of method and study area, we
feel that the studies and papers cited in Table 2 are
sufficiently consistent in their findings to enable us to

draw three broad conclusions:

® when confronted with the financial incentives
implied by budgets, GPs typically responded in a
manner consistent with an economic decision-making
calculus of benefit and cost. The response has been
stronger when a change in prescribing behaviour
produces tangible benefits to both the practice and the
GP. The fundholders’ potential for earning real and
usable financial surpluses appears to have exerted a
stronger and more rapid influence on behaviour than
did the non-fundholders’ prospects of generating purely
nominal surpluses. None of the studies cited in Table 2
demonstrated superior cost containment on the part of

non-fundholders 1n the absence of incentive schemes;

® in cases where they occurred, preseribing cost
reductions typically arose from the employment of one
or more of a relatively-narrow and well-established
range of techniques or innovations. The principal
techmques have been: increased generic preseribing,
limitations on prescription volume, the use of practice
formularies and the receipt of improved prescribing

iformation;

® the principal improvements in cost control arising

from the mposition of prescribing budgets appear to
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FIGURE 2 The budget effect

NIC per prescribing unit

1991 1992 1993

1994 1995

Fiscal year beginning 1 April

have been effected rapidly. With respect to fundholding
particularly, most of the innovations appear to have
been implemented in the one or two years
immediately following entry to the scheme. The scope
for further economies being largely exhausted, the
growth of prescribing expenditure has reverted to trend
thereafter. The effect of the introduction of budgets
thus appears to be representable as the sideways
displacement of the prescribing cost growth trend, as
opposed to a significant change in the rate of growth.
Figure 2 illustrates this *budget effect’, using data for the
third-wave fundholders in the Trent region (Whynes,
Heron et al, 1997). The implication is that the
introduction of budgeting appears to have delayed the
time at which a given prescribing cost level is reached.
In Figure 2, the savings arising from the introduction of
budgeting are represented by the area between the two
cost curves. Only time will cell whether this essenually-

parallel shift can be maintained indetinitely.

4.2 Evaluation

Given that the fundholding scheme introduced
budgets into general practice, it should primarily be
evaluated on its ability at meeting the objectives of a
budget-setting process. As expressed in the 1989 White
Paper. the primary objectives have been to constrain
the growth in NHS expenditure on drugs and to
reduce the vartanon i prescribing costs between

pracuces.
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Despite a number of studies being undertaking, there
is little evidence to suggest that the fundholding
scheme can, in the longer term, meet the objectives of
the budget setting process. Most of the published
studies have examined prescribing patterns and costs in
fundholding practices up untl fiscal 1993/94 and, at
this point, the budget-setting process moved away from
historic costs towards budgets set using expenditure
per ASTRO-PU as a benchmark. Therefore, these
studies give little indication as to how fundholding
practices respond to the dual objectives of containing
costs and reducing variation. Moreover, the evidence
suggests that fundholders make relatively more use
than non-fundholders of particular expenditure control
strategies, such as increased generic prescribing, to
make savings. Given that the ability of these strategies
to vield savings is inevitably limited, it is not clear
whether fundholders would able to make relatively
more savings in anything other than the short term.
Indeed, once such savings sources have been
exhausted, fundholders will have to find new means of
controlling costs. If they do not. the implication is that
they will have to ranon health care m order to stay
within their budgets. As fundholding practices have
autonomy as to how they spend their budgets, this
may result in imphicit ranoning at the practice level,

the cost-effectiveness of which cannot be judged.

Few studies have examined whether fundholding

practices are more likely than non-tundholders to



contain their expenditure within the budget that has
been set for them. Even those studies which have
examined this issue consider mainly the years prior to
the move towards capitation-based budget setting.
Once both fundholding and non-fundholding
practices are set corresponding budgets per ASTRO-
PU, the only difference between the fundholding and
IPA schemes may be whether one group is more likely
than the other to keep expenditure within the budget
allocation. Once fundholders have exhausted the
expenditure control strategies available to them, then
they may find it as difficult as non-fundholding
practices to stay within their budgets.

It has been suggested that potential fundholders would
artificially inflate their prescribing costs prior to entry
in order to be given a larger budget once in the
scheme. The preponderance of evidence does not
support this theory and, with the move to capitation
budgets, such a problem is likely to diminish. However,
the fundholding scheme may well have encouraged
non-fundholding practices planning to join the
scheme in the future not to make all the current
savings in prescribing costs that they potentially could
at the tme. It would be eminently rational to ‘save the
savings’ until entry into the scheme because, at this
time, the savings would be real rather than nominal.
Therefore, whilst encouraging new fundholding
practices to make rapid savings, the fundholding
scheme may also encourage potential fundholders to
reduce the savings they currently make.

Perhaps the principal problem surrounding the
evaluation of the fundholding scheme is the
attribution of causation. Evidence suggests that
fundholding practices are lower-cost prescribers but is
fundholding per se the cause? For example, the Audit
Commission and other cited studies have found that
fundholding practices are more likely to be training
practices, which are held to be exemplars of good
practice. They also tend to be larger practices. In the
first few waves, therefore, training and fundholding
status are strongly co-linear and it is hard to determine
which attribute is properly responsible for subsequent
prescribing behaviour. There is also very clear evidence
of selection bias in the initial waves of fundholding. It
15 probable that these practices were self-selected, in
that they believed that they could respond to the
scheme successfully. Alternatively, there may have been
screening on the part of FHSAs, who were advised to
select only those practices with the apparent ability to
manage the scheme. Given the relatively high quality
of published prescribing data, it is possible that FHSAs
used such information in making their choices. As a
result, early-wave applicants for fundholding may have

been approved on the basis of past prescribing

performance. If this is true, it might be argued that
fundholders have been successtul in controlling
prescribing costs only because they are a group pre-
selected on the basis of a proven ability to control

prescribing costs.

At present, it remains far from clear whether
fundholding has or has not improved the efficiency of
the NHS. Although the scheme has almost certainly
delayed the growth in prescribing costs amongst the
practices concerned, practices have been able to retain
any budget surpluses produced. Total NHS expenditure
has therefore not been reduced and the gains from re-
investment of budget savings have yet to be evaluated.
With respect to cost-effective prescribing more
specifically, it is obvious that, in themselves, budget
constraints do not guarantee rational prescribing. Once
the expenditure control strategies available to them are

exhausted, fundholders will be obliged to:
® over-spend their budgets: or

® resort to cheaper, but not necessarily more rational,

prescribing; or
® ration care to their patients.

The first option, of course, essentially invalidates the
primary function of any budget-setting scheme,
assuming that the budget has been appropriately set.
The second will be detrimental to patient care and
militate against a GP’s duty to spend public money
efficiently. The third is an explicit statement that the
limited resources of the NHS are more firmly in the
hands of GPs than they are in those of HAs or the

government.

Summarising, it appears that, during the first few years
in the scheme, fundholding practices have effected
rapid savings in their prescribing costs using one or
more of a range of well-established methods. This
behavioural change appears to have resulted from both
the incentive effects of the scheme and the
characteristics of the particular practices that entered
it. There is little evidence to suggest that fundholding
practices will be more likely to stay within their
budger allocations once the expenditure control
strategies available to them have been exhausted. It
goes without saying that. unless practices do feel the
need to be constrained l‘)‘ the lmdgc(\' allocated to
them, the pursuit of managerial efficiency will fall by

the wayside.
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5 A FUTURE FOR FUNDHOLDING?

General practice in the UK is currently in a state of
flux. The recent primary care White Paper (Cm 3390,
1996) advocated increasing the flexibility of the
system. In the case of GPs, this could mean a salaried
service within partnerships or trusts, practice-based
contracts and a single budget for general medical
services and prescribing. In the last-mentoned case,
non-tundholders could potentially acquire the
fundholders’ existing capacity to vire budgets between
prescribing and other activities. In addition, the
proposals to strengthen community pharmacy would
clearly impact upon the GPs’ traditional prescribing
role, for example, ‘wider recognition of community
pharmacy as the first port of call for minor ailments’
and ‘providing more advice on medicines to the rest of
the primary health care team’ (p.9). In stark contrast to
the 1989 White Paper, the 1996 document expressed
an interest in piloting new schemes and in developing
strategies based on the success, or otherwise, of such
pilots. The opportunities for such experimentation
were formalised in the 1997 Primary Care Act.

At the same time, the General Medical Services
Committee (GMSC) of the BMA has been concern to
define more tightly the *core’ and ‘non-core’
responsibilities of GPs (GMSC, 1996). The significance
of this distinction lies in the fact that the latter are
deemed independently contractible and thus could
become the subject of additional budgets. A number of
items on the GMSC’ recommended list of non-core
services would have implications for prescribing
expenditures as they currently figure implicitly in the
core. Examples include care of dependent patients in
nursing homes and prescribing in cases where GPs do
not normally possess sufficient specialist knowledge.
Taken together with the White Paper proposals, it is
clearly possible that primary care in the future could
see a proportion of GPS existing prescribing activities
transplanted to other agents or financed through other

budgets.

On the basis of evidence to date (NHS Executive,
1997). it appears that fundholding has survived the
replacement of a Conservative by a Labour
government. The terms and conditions, however, have
been subtly altered and the intenton to explore new
models of care commissioning within the framework
of the 1997 Primary Care Act has been clearly
signalled. Entry into the eighth wave has been deterred

until 1999, in keeping with a new policy of biennial
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rather than annual recruitment, and £20 million in
management allowances has thereby been released for
alternative use in 1998/99. Concern has been
expressed over possible financial inequity between
fundholders and non-fundholders, especially in relation
to budgets. Fundholders have been instructed to return
‘windfall’ savings and to hold unplanned savings against
possible future overspends. Furthermore, it is evidently
deemed appropriate to cover budget deficits which
cannot be made good from existing savings by
subtraction from future budget allocations. Other
things remaining equal, these explicit constraints on
budgetary autonomy would seem to have the effect of
making the fundholding option somewhat less
attractive to the GP in the future.

More generally, the Labour government has signalled its
mtention to eliminate the ‘two-tier NHS™ which
tundholding has been perceived to have created. For
example, it was announced in July, 1997, that steps
would be taken to prevent hospitals offering
preferential arrangements to the patients of fundholding
practices, in the form of shorter waiting times. Whether
it is prudent to continue to accept the logic of an
internal market whilst, at the same time, imposing
further constraints on market forces is a moot point.
Moreover, it appears to have been overlooked that, on
the basis of the evidence considered in this monograph.
‘two-tierism’ runs both ways. Whilst the patients of
fundholding GPs may well have secured advantageous
terms with respect to hospital waiting times, their
receipt of prescribed medicines appears to have been
more rigorously controlled than has been the case for

patients of non-fundholding practices.

Although it appears that fundholding will be with us
tor the foreseeable future, new options for change are
clearly being envisaged. Supposing that budgeting is to
be replaced or modified. what options might exist in

theory? Our list includes four possible candidates:

® yetrn to the pre-fundholding structure — education and
advice, but no budgets or incentives. In view of the proven
etticacy of budgets and incentives in both changing
prescribing behaviour and permitting external
monitoring, this option appears both inadvisable and
unlikely:

® ycerain the status quo — fundholding and 1PAs, with
incentives and advice. Evidence suggests diminishing

returns to fundholding and budgeting in general, with



not all practices being willing or able to respond to
incentives. It would be possible, however, to construct a
‘two-speed’ development model which offers the
practice a choice over its own managerial autonomy
and the degree of risk accepted. In the ‘fast lane’, rapid
change and innovation would be sought and rewarded
accordingly. Detailed checks of practices wishing to
enter the scheme would be made and their
performance would be monitored closely. The engine
of change would primarily be the practice. In the ‘slow
lane’, practices would be under less pressure to achieve
targets, but would be offered correspondingly poorer
prospective rewards. For both lanes, external help and
guidance would be made available. Practices
performing poorly in the fast lane could be exited to
the slow lane, thereby providing the necessary
incentives. Obviously this model could be extended to
more than two lanes, whilst maintaining a hierarchy of
expectation and prospective reward;

® budgeting with consent — a change in the definition of
rational prescribing. This option assumes that the medical
profession explicitly accepts the fact that NHS funds
will be cash-limited at a global level and must,
therefore, be limited at the practice level. With such
acceptance, no incentives would be needed to change
GP behaviour although payments could be made for
the amount of work involved in reviewing patient
prescribing. Examples might include extra consultations
to review repeat prescribing and GP training on the
most cost-effective of the new treatments. This
approach would require that the profession augment its
definition of rational prescribing — that which is
‘appropriate, effective, safe and economic’ — with
‘financially responsible’. If based on national criteria,
this approach would promote the equitable distribution
of NHS funds across practices;

® single budgetary regime, with incentives and education.
Instead of offering practices the option of two schemes
as at present, only one would be operated. All practices
would be set budgets based on an accepted capitation
formula (Majeed, 1996) and GPs could be given direct
payments for keeping expenditure within such budgets.
Possibly the ‘target payments’ criteria for screening could
be modified for prescribing. The practice could also be
paid for improving the efficiency of their prescribing and
the scheme would be supported by education and
information. Being operated at the practice level, the
scheme would not require the consensus of the
profession. The fundholding and indicative prescribing
schemes would be deconstructed and their most effective

parts used to build this new version.

The post-1990 reforms of the NHS were
fundamentally different from the regular waves of

orgamsational changes which had preceded them.

Earlier re-alignments had been concerned primarily
with administration as opposed to structure. Although
the reforms have been criticised as lacking a strategic
dimension (Ham, 1994), this is true only if one
considers them, inappropriately we feel, as a simple
extension of the approach which had gone before. In
reality, the change in structure — the creation of the
internal market — has implied that the strategic
dimension has become evolutionary rather than pre-
specified. The post-1990 strategy has been in the
process rather than in the outcome. Now, it is quite
probable that a ‘permanent revolution’ is unsustainable
in the future. Arguably, ‘re-organisation fatigue” has set
mn and needs to be replaced by more pragmatic
problem-solving within the evolving structure (Ham,
1996). It is important to appreciate, however, that the
increased decentralisation advocated in the recent
primary care White Paper (Cm 3390, 1996) is
completely consistent with this new structure, for such
is the logic of markets. Whether these implications have
been fully recognised by government remains a moot
point. Decentralisation trades local responsiveness to
market signals against the dilution of central control.
Unless it can be assured that the internal market will
continue to function correctly — for example, budgets
bite and incentives motivate — devolution risks an
explosion of care costs initiated by increasingly-
independent NHS agents.

One of the issues to be resolved, pragmatically or
otherwise, will be the costs of prescribing. Irrespective
of whichever scheme of cost management is eventually
put into place, prescribing costs in general practice are
likely to rise in the foreseeable future. As noted earlier,
factors such as the ageing population and
pharmaceutical innovation are likely to continue to
drive costs upwards. Even with the imposition of the
two budget schemes in 1991, the total cost of NHS
prescriptions rose by 41 per cent between 1991 and
1995, an increase only slightly smaller than the 48 per
cent rise during the five years prior to the reforms.
Prescription volume, however, appears to have exhibited
a more significant decline in growth rate, at 15 per cent
as opposed to 25 per cent for the same periods (Office
of Health Economics, 1997 p.63). The resolution of the
prescribing issue, it must be stressed, does not exist in
isolation. Although we now know a reasonable amount
about factors influencing prescribing costs for both
fundholders and non-fundholders, we know. not
surprisingly, precious little about the long-term health
consequences of the recent changes in prescribing
behaviour. Assuming that the necessary trials are put
into place, such evidence will gradually accumulate. It is
not inconceivable that we shall then discover that there
are other areas of health care expenditure in far more

urgent need of cost containment.
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