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Summary

This paper recommends that the secrecy long associated
with the allocation of Health Service revenue should be
replaced by an objective formula applied to areas and
districts. In this way the allocations should be "fairer"
and the different tiers of management within the re-

organized N.H.S. would have a greater incentive for the
better use of their resources. The Department of Health
and Social Security has demonstrated its desire to be
frank and objective in revenue resource allocation and it
now remains for the other tiers to follow suit.

History

It is difficult to ascertain the logical basis on which resources
have been allocated in the N.H.S. Revenue has traditionally
been allocated to regional hospital boards and to boards of
governors of teaching hospitals largely in proportion to the
1948 allocations,1 which were themselves presumably based on

the expenditure of the existing local authority and voluntary
hospitals. The expenditure on local authority health services
has been largely under the control of the authorities and levels
of expenditure have varied considerably.2 Because of the mode
of payment of general practitioners, executive council expendi-
ture has been controlled rather differently and will not be
considered here.
The hospital service accounts for about two-thirds of N.H.S.

expenditure.3 In each year over the last decade a major part
of the additional revenue available has been allocated to meet
the running costs of new buildings or government-sponsored
developments such as changes in the care of the mentally
handicapped. In theory, with the progressive implementation
of the 1962 Hospital Plan4 and other planning guidance, this
mode of allocation of growth money should lead eventually to
an "even" distribution of revenue. Nevertheless, because of
insufficient capital money for new buildings this process is
taking much longer to achieve than was originally anticipated,
and there is no evidence to show that capital money has been
spent primarily in areas deprived of revenue. 5 While some of the
capital money should be allocated to regions, areas, and districts
with outmoded buildings, one would have expected that a large
part of the capital money would have been allocated to those
regions, areas, and districts with a low level of hospital provision.
Against this background it is not surprising that in general the
style of management has always been to plead for more money

to maintain existing services. Managements were also invited to
submit a list of proposed developments from which the higher
tier could make a choice. Thus begging for a slice of the develop-
ment money was the order of the day and it was rarely suggested
that one service might be expanded by the reduction of another.
This process of incremental funding has resulted in large differ-
ences in N.H.S. expenditure per head of population between
regions 1 5 6 and between areas.7 8

Styles of Management

In the hospital service the way in which the management of a

particular area or district allocates its resources is determined in
considerable detail by the tier above. Now it may be that the
advantages of a basically centralized system outweigh its dis-
advantages. Nevertheless, in such a system the local management
does not make as large a contribution as it could to the effective
use of its own resources,* for if the management is to do so then
it must feel that it would not be penalized if one of the available
options were implemented. For example, a district might be in a

position to save £50 000 revenue a year by closing an outmoded
infectious disease hospital. If the district management team
were only allowed to keep say £5000 of this saving, to develop
other services in their district, then it would be less inclined to
support the proposal to close the hospital, particularly if there
were any political repercussions.
Thus if local management is to manage really effectively the

overall level of resources managed should not be greatly reduced
if a particular policy option is implemented. The actual upper
limit on this reduction which would be consistent with the
management feeling able to consider the whole range of options
available will of course vary with each set of options considered.
One method which has been tried is that local management may
"keep" 50% of any savings which it makes in a service. Such
arbitrary rules, while being better than no incentive to divert
resources, may well apply to only a few situations.

If, however, financial allocations are entirely independent of
the way finance is used locally, then local management will
probably consider a wider range of options for a particular
service and will be more likely to finance developments from
the rationalization of existing services. In particular, local
representative groups such as community health councils
would be more sympathetic to a possible reduction in the level
of a service if they knew that the health service of their territory
would not lose resources overall.
The management of a higher tier may wish to reduce the

overall level of resources available to a management of a lower
tier. If this is done then lower-tier management should believe
that any decisions that it has taken have not specifically caused
the reduction in resources. This would be achieved if the higher
tier were to have an independently drawn-up financial policy-
for example, one based on a specified formula. This principle
should, we believe, apply to all tiers of management, including

*This paper is mainly concerned with revenue resources, but the arguments
also apply to manpower and building stock resources.
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the sector within a district. Clearly there is a place for higher
tiers to monitor progress and to formulate broad brush policies
which would limit the range of options of lower tiers. But there
is a danger that higher tiers may limit the options of lower tiers
excessively; the risk of this presumably increases with the
number of tiers and with the complexity of the planning process.

Revenue Formula

The reorganization of the N.H.S. presents a great opportunity
for the development of a framework in which local managements
can manage effectively. One way of achieving this would be
by the use of a formula for the "fair" apportionment of resources
between the managements of a lower tier. Indeed, one dramatic
change in the process of resource allocation was made in 1970
when the D.H.S.S. introduced the Crossman revenue allocation
formula for allocations to regional hospital boards (excluding
teaching hospitals). This is described in the appendix. The
formula, which was to be progressively implemented over this
decade, established for the first time that revenue was to be
allocated according to specified objective criteria and that about
5000 of the allocation would be independent of existing levels of
provision. It, therefore, made the mode of allocation open for all
to see and discuss; made allocations more equitable (while the
formula may be criticized on the aspect of "fairness" it is
nevertheless "fairer" than the previous system); and encouraged
regional hospital boards to manage their resources more
effectively.

PRE-CROSSMAN MANAGEMENT

This formula is presumably being adapted to cover the allocation
of all revenue to regional health authorities with the exception
of the services administered by the family practitioner commit-
tees. But, in spite of this lead from the D.H.S.S., in England most
of the allocation of revenue by regional health authorities and
area health authorities is on the basis of the pre-Crossman style
of management. One reason for this may be that while the
Government decided to implement the Crossman formula
during this decade by bringing up the level of hospital provision
of the worse off regions, a similar levelling up process between
areas and districts would take a very long time indeed. This is
because differences in per caput revenue expenditure are
greater; less growth money is available now; and while only
about 50% of the Crossman formula is independent of the
existing level of provision it nevertheless was planned to take
a decade for implementation between regions at earlier rates of
growth. Therefore, if formulae for allocations to areas and
districts are to be implemented within a reasonable time scale,
some areas and districts will suffer a reduction in their revenue.
This particularly applies in those regions which will have the
lowest rates of growth under the Crossman formula.

It may be argued that the time over which a formula could be
introduced fully will depend on the existing stock of facilities
and manpower. For example, if an area is short of acute hospital
beds, then it is theoretically possible that all of the shortfall
in revenue could not be efficiently devoted to the community
services to compensate for the lack of beds. Nevertheless, a large
measure of positive discrimination is appropriate in the pro-
vision of community services to compensate for bed shortages.
It seems unlikely that with the time taken for the progressive
implementation of a formula excessive resources would be
devoted to the community services before the hospital facilities
could be improved.

INDEX OF NEED

A formula for the allocation of revenue which follows the general
lines of the population element of the Crossman formula could
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be easily constructed to take account of the size, age, and sex of
the population, teaching commitments and population flows for
generalized and specialized care. Such a formula should take
account of the different health care needs of different communi-
ties. But a quantification of need is difficult because firstly,
an overall assessment of need involves the value judgements of
both authority members and professionals, and secondly even
if these value judgements were specified there is insufficient
scientific knowledge to quantify them. It may be possible to
construct a consistent but arbitrary index of need from indi-
viduals' value judgements, and it may be that one can then
rank areas and districts with some confidence. One would still
be left with the major question of relating a given index value
to a "fair" level of provision. Thus an arbitrary allowance for
need will probably have to be made. The fact that such an
allowance is arbitrary should not discourage the adoption of a
formula: there are advantages in the allowance being stated
explicitly, instead of being considered implicitly and concealed
in a mass of other factors.

If the present allocation of revenue really largely takes into
account the factors already mentioned, then clearly it would be
very difficult to construct a formula which would make the
allocation of resources "fairer" than in the present system: at
best the allocations to a few areas and districts would be brought
into line. But there is no evidence that the present allocation is
"rational," though this proposition could be fairly easily tested.
Indeed a cursory examination of the data available indicates
that the proposition may well not be valid, and that, in the
N.H.S., areas with low levels of provision may often have high
levels of need. 9 It is therefore likely that it will be practicable
to construct a formula which is "fairer" than the present system.
If policy makers wanted to make allowance for the creation and
maintenance of "centres of excellence," this could be specified,
and incorporated into the formula.

AS FAIR AS POSSIBLE

There does not seem to be any reason why R.H.A.s and A.H.A.s
could not use a formula similar to the Crossman one for the
allocation of revenue to areas and districts. A hierarchical
system could be devised which became more and more refined
as one moved down from the D.H.S.S. allocations to the district
allocation. The regional health authority, for instance, would
have to make allowances for regional services-for example,
blood transfusion, medical manpower, and postgraduate medical
education-before dividing the money up to the area health
authorities. The area health authorities would take other, more
local, factors into consideration in allocating the money to
districts. The district would then receive its final allocation
knowing that it was as fair a system as possible and that if
additional money was available it would know what its share
would be. It would then be left to decide how this money should
be spent within its own priorities, which would of course be
influenced by its own health care planning teams and advisory
machinery, the community health council, and criteria set
by higher levels. Such a system would be compatible with ihe
new planning cycle. Indeed, without a framework of financial
allocation it is difficult to see how the planning cycle can be
truly viable particularly in a time of financial stringency.

Appendix
In 1968 the Secretary of State (Mr. Richard Crossman) requested
that a formula for allocating revenue to hospital regions should be
developed based wholly on the population, its medical needs, and
social conditions. The result of applying this formula was politically
unacceptable and so two changes were introduced. Firstly, it was
decided not to touch the existing money regional hospital boards
received, and, secondly, other factors-"beds" and "cases"-were
introduced which mollified the effect of "population" and ensured
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that if beds were present they would be funded and credit was given
for performance with the "cases."
Nobody knew what the balance should be between the three factors

of "population," "beds," and "cases," nor how quickly it would be
possible to move to a "population"-only based formula with medical
and social factors added.

Eventually, in the financial year 1971-2 the Department of Health
introduced the formula with a weighting system of 2:1:1 for "popula-
tion," "beds," and "cases" respectively. In addition, it was proposed
to phase out revenue consequences of capital schemes (R.C.C.S.) so
that they would disappear by the financial year 1977-8. By this time
"beds" might be phased out as the population element is further
refined.
The factors are derived from the following data:
Population.-This is based on the expected number of beds used

for 10 age bands and each sex and calculated by applying national
age/sex specific inpatient bed use rates from the Hospital In-Patient
Inquiry and the Mental Health Inquiry to the population at risk.
Allowances are made for inpatient flow into and out of regions;
London weighting; cases treated in teaching hospitals and an allow-
ance for medical students taught in non-teaching hospitals; and the
large numbers of long-stay beds withih the South-west Thames
Regional Health Authority.

Beds.-Beds reflect structure and the existing distribution of
resources. The calculations are based on occupied bed days, total
outpatient and day patient attendances for different specialty headings.
A 250' loading is applied to the long-stay services for improvements.

The cost of regional services are added. London weighting and clinical
teaching costs as above are taken into account.
Cases.-This factor is intended to reflect performance. It is based

on the number of discharges and deaths, new outpatients and day
patients for each specialty heading and the same costings are calculated
as for "beds."

This paper is based on a presentation at a seminar convened
by the Nuffield Provincial Hospitals Trust in December 1974. The
authors wish to thank Mr. Gordon McLachlan, of the Nuffield
Provincial Hospitals Trust, and Dr. Keith Porter, regional medical
officer, South-east Regional Health Authority, for their advice.
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B.M.A. Queries Effects of Anti-Inflation Policy

A deputation from the B.M.A.* met the Secretary of State for Social Services, Mrs. Barbara Castle, on 21 J7uly to discuss the implications
for the medical profession of the Government's White Paper, "The Attack on Inflation" (Cmnd. 6151). The following 17 questions were
sent to Mrs. Castle beforehand.

Salaried Doctors

(1) (a) Do the existing incremental scales operate without change ?
(b) Can employing authorities give discretionary increments on

appointment ?
(2) Will the distinction award scheme continue to operate un-

changed-that is, the grant of
(a) new C awards, and
(b) higher awards ?
(3) Presumably items of service, notably domiciliary consultations,

will continue to attract the appropriate fees.
(4) (a) Will the extra duty allowance scheme for the hospital training

grades and medical assistants continue to operate unchanged (until
such time as something replaces it)?

(b) Will a junior hospital doctor who, with extra duty payments
received a gross income in excess of £8500 in the previous year, be
entitled to any increase in pay'?

(5) Can a part-time consultant still opt to become a whole-time
consultant and receive the whole-time salary ?

(6) Will those whose 1975 increase was staged, by Government
decision, following the Review Body Award, receive the remainder in
1976-?

(7) Will the current S.H.M.O./S.H.D.O. reviews, and the hospital
practitioner grade programme, continue as arranged, and will doctors
who are regraded as a result receive the appropriate salaries on assimila-
tion ?

(8) Presumably improvements already negotiated in the consultant
contract-that is, the family planning scheme for hospital doctors
and London weighting, are unaffected, and will operate?

(9) What is the position regarding other proposals directed towards
recognition of consultants' work load, and listed in the Secretary of
State's letter to Dr. Astley of 17 April ? In particular,

*The deputation consisted of Mr. Walpole Lewin (Chairman of Council),
Dr. C. E. Astley (Chairman, C.C.H.M.S.), Dr. R. A. Keable-Elliott (Chair-
man, G.M.S. Committee), Mr. P. McNally (Deputy Chairman, H. J. S.
Committee), Professor J. P. Quilliam (Chairman, Full-time Medical
Teachers and Research Workers Committee), and Dr. E. Grey-Turner
(Deputy Secretary, B.M.A.).

(a) Can the small joint groups of the Joint Negotiating Committee
continue to examine these points, and, if agreement is reached on the
conditions governing them, can they be agreed formally in the Joint
Negotiating Committee-for subsequent pricing ?

(b) Are the questions of allowances in this context, notably those
for cars and telephones, separately governed-as opposed to questions
involving remuneration or its equivalent ?

(10) Will an individual junior hospital doctor whose personal
financial position is improved as a result of the new contract be
allowed to receive the addition to his personal salary?

(11) Presumably a new additional appointment-such as taking
over one of the clinician seats on a D.M.T.-will carry with it the
appropriate remuneration ?

(12) Will the routine work ofthe J.N.C., and of the Joint Negotiating
Body for Community Medicine, involving improvements in various
aspects of terms and conditions of service-for example, better
study leave, continue as before-and can improvements be implemen-
ted as and when agreed?

(13) If a formula based on manpower is used in devising pay limits
will account be taken of the agreed expansion programmes of the
appropriate manpower committee ?

General Practitioners

(14) The following points require clarification:
(a) The effect on seniority payments and changes in entitlement

to designated area allowances.
(b) The position over "out-of-hours" payments in relation to para.

4 of the annex to the White Paper.
(c) The effect on negotiations for a salaried three-year vocational

training programme.
(d) The effect on partnership agreements which set out dates on

which parity is reached.
(15) In view of the fact that the Doctors' and Dentists' Review Body

repeatedly emphasized the difficulties of applying fairly to general
practitioner remuneration an incomes policy based on flat rate
increases, what steps will be taken to ensure that general practitioners'
net earnings do not fall substantially behind those of comparable
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